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arber Makes the Burner 
Suit the Appliance 


arber offers today, for appliances operated on natural, manufactured, Bu- 
or bottled gases, the most efficient and best performing burner units ever 


silable. A group of about two hundred outstanding makers of gas appliances 


all purposes, who have adopted Barber units as standard equipment, fur- 

unquestionable evidence as to Barber superiority. 

e have the proper facilities and experience for designing and building the 
act type and size of burner unit to fit any gas appliance, household, commer- 
l, or industrial. We will cooperate with any reliable manufacturer in the nec- 

ary development and laboratory testing, and in acting as continuous source 
supply for bis burner units. 


@ scores of types of burners, with hundreds of variations in size and shape, for every imaginable purpose. In 
to patented Sher jets, as — us, one reason a the success of Barber burners is that we always 
ond engineer the burner to — away our engineers work with you to obtain maximum 
at the = most critical point, Sites the eat of th the appliance. 


Send for Catalog on appliance and conversion burners, and pressure regulators. 


BARBER GAS BURNER CO., 3704 Superior Avenue, Cleveland 14, Ohio 


ARBER BURNERS 
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With this 
extra-long-taper 


Rikzalib 


you ream pipe 
Y more easily 
..quickly.. 


wa safely... 





Wie 


« WORK-SAVER PIPE 


THE RIDGE TOOL COMPANY « ELYRIA, OHIO, U.S.A. 


@ It won’t thin, flare or split 
pipe or conduit. Even when 
you’re in a hurry, the extra 
long taper of yourRIZaI> 
LonGrip Reamer doesn’t 
gouge or damage the pipe. It 
whisks out burr cleanly 
with a few feather-light 
ratchet strokes, saving you 
time, work — and pipe. 
Comes complete with ratch- 
et handle—or the reamer 
unit fits your RIZAID No. 
OOR threader handle. For 
safe easy reaming, buy it at 
your Supply House. 


Reamer unit 
fits No. OOR ratchet 
threader handle. 


TOOLS 
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T may have been all the fault of that 

delightful operatic team of Gilbert 
and Sullivan, but somehow we, as a 
map A not always been able to focus 
our mifis on a very accurate picture of 
the Japanese people. We have gone to 
extremes and even now we seem con- 
fused as to just where the little men of 
Nippon are supposed to fit in the divine 
scheme, if they fit at all. 


Berore the Japanese invasion of Man- 
churia in 1932, the average American 
impression of the Japanese empire 
seemed to be flavored with the Gilbert 
and Sullivan touch. We saw the Jap- 
anese as an interesting, industrious 
but slightly comical people (in a humor- 
less sort of way), struggling valiantly 
from an almost primitive state of isola- 
tion (which predated the visitation of 
Commodore Perry) towards the status 
of a mildly civilized and modern nation 
with a first-class navy. 


AFTER the “Chinese Incident” and es- 
pecially after the treachery of Pearl Har- 
bor and siege of Bataan, our picture 
of the Japanese swung violently in the 
other direction. Overnight, they jumped 
from comedians to villains, ruthless and 
diabolically clever. They combined all 
the efficiency of Nazi Germany with the 
cunning barbarism of sophisticated ori- 
ental savagery. 


THEN came the admission of Japa- 
nese defeat. A dreary succession of photo- 
graphs and news stories, depicting the 
shambles and ruin of a prostrate and 
conquered nation, followed. This jarred 
our conception of an efficient and power- 
ful fighting Japan—one which measured 
every step and took such an abundance 
of precaution. Only now is there a more 
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sensible picture emerging — somewhere 
between our earlier concept of a some- 
what childish people, moving too swiftly 
and ambitiously towards a “place in the 
sun,” and a smart, scheming, resource- 
ful foe who never wasted any motions 
nor made any wrong decisions or bad 
guesses. 


E are coming to realize that the 

Japanese people, like any other 
people, were capable of grievous mis- 
takes, and that their most grievous mis- 
take was in permitting a mad milita- 
ristic clique to push them into a suicidal 
war for which they were not prepared, 
even according to Japan’s own shoddy 
standards and flimsy notion of adequate 
preparation. 


Pustic utility men will be interested 
in a firsthand picture of how such flimsy 
thinking permeated Japan’s preparation 
for war with respect to her electric 
power industry.” The leading article in 
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The Record Proves That 


MERCOID 


Is Your Best Reconversion Stand-by 


A” The first conception of Mercoid Controls—nearly a quarter of a century 
a ago—was based on an objective to create a line of Automatic Controls 
that would measure up to the important responsibilities to which con- 
trols are subjected. 





























At the very start, there were definite ideas and plans around the use of 
a mercury switch as the nucleus in each Mercoid Control, consequently 
all control mechanism was designed to conform with this objective. The 
reason for the choice of mercury switches is due to the fact that they offer 
a much greater degree of constant reliability and longer control life in 
**making’’ and ‘‘breaking"’ an electrical circuit—very essential factors 
in the performance of automatic controls. 


Mercoid has adhered to the 100% Mercury Switch Equipped Control 
construction, because it has met with increasing public approval. The 
approval reached its height during the critical days of winning the war 
when America's leading industrial engineers demanded Mercoid Controls 
in numerous essential war industries and wide spread war fronts. 


Mercoid Controls over the years, have weathered the acid tests of the most 
exacting demands. Their long record of satisfactory control performance 
is the best assurance for your postwar automatic controi requirements. 


THE MERCOID CORPORATION, 4201 BELMONT AVE., CHICAGO 41, 
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this issue is an eye-witness account of 
“Japan’s Two-bit Power Outfit.” It was 
written by an American Naval officer, 
who was not only equipped with back- 
ground knowledge to appreciate the in- 
adequacy of Japan’s power resources, 
but who also had the indispensable ad- 
vantage of “availability.” In other 
words, he was able to be on hand right 
after the American Navy finished with 
Japan’s strategic power reserves (and 
the word “finished” is used advisedly). 


RicHARD HELLMAN, author of this 
article, was a destroyer gunnery officer 
(Lieutenant (jg) USNR), with service 
in the Atlantic and five major campaigns 
in the Pacific (Leyte, Luzon, Iwo Jima, 
Okinawa, and the Surrender Spearhead ). 
He served with the fast carrier force 
(Halsey and Spruance, Task Force 38 
and 58). His ship was the USS Mans- 
field, under the command of Com- 
mander Lawrence W. Smythe, USN, of 
Michigan City, Indiana. Before entering 
the Navy, HELLMAN was a power plan- 
ning economist and assistant to the chair- 
man of the Federal Power Commission. 
He is now in the process of becoming a 
civilian again. 

x * * x 


G tes, ceiling on electric power demand 
in the postwar era is not an eco- 
nomic one, in the usual sense of that 
term. Neither residential consumers nor 
industries today base their decisions on 
whether or not to use electric power (a 
little more or a little less) on the sole 
question of the cost of such power per 
unit. An electric power expert of our 
acquaintance recently stated the prob- 
lem somewhat facetiously when he said, 
“The ceiling on the use of electric power 
is buried underground.” He was refer- 
ring to the physical inadequacy of dis- 
tribution systems, not only in terms of 
underground cables leading into homes 
and factories in our large cities, but more 
especially in the wiring within these 
homes and factories and the appliances 
at the end of the wires. 


A MORE correct way of summing up 
the situation might be to say that the 
American people can have all the power 
they can use, but they can use only as 
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much power as they have facilities to 
permit such use. This is not to say that 
industrial capacity for generation exists 
to the amount of an unlimited reserve. 
But it is to say that generating capacity 
is sufficiently ahead of distribution and 
customer utilization for the industry to 
know where its marketing problems lie. 


T. N. SANDIFER, whose article on the 
future power demands that are likely to 
spring to being from postwar industry 
begins on page 677, has spent nearly a 
quarter of a century writing national 
news, mostly from Washington bureaus 
of press associations. 


ok ok * ok 


OBERT E. STROMBERG gives us an up- 
to-date analysis of the so-called 
“charges in lieu of taxes” (beginning 
page 685). He is a certified public ac- 
countant (Maryland), as well as a mem- 
ber of the District of Columbia bar. He 
has been employed in various depart- 
ments of the U. S. government since 
1927. For more than a decade he has 
been an accountant officer of the Federal 
Communications Commission. 
THE next number of this magazine 
will be out June 6th. 


Ic OclsStiune 
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anne 
he Printing CALCULATOR 
ould figure it right! 


tunnel figured too short! 
he Printing Calculator prevents such figuring mistakes. 





ccountants everywhere say the Printing Calculator saves time 
d prevents mistakes by simultaneously working, printing 
nd proving their problems—as the tape shows. 

It takes the place of two ordinary 

machines: the ordinary adding ma- 

chine that can’t calculate, and the 

ordinary calculator that can’t print. 

is the ONLY machine that prints as it 

vides automatically, multiplies, adds and 

tbtracts. Phone your Remington Rand 


ice mow, or write us at New York 10, 
. Y., for your free booklet TOPS. | weeny soa 
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EGRY SPEED-FEED may be attached to any 
standard typewriter in one minute, with- 
out change in construction or operation, 
and with Egry Continuous Forms, prac- 
tically doubles the output of the operator 
since all her time becomes productive. 


EGRY TRU-PAK speeds the writing of all 
handwritten records. Eliminates mistakes 
caused by carelessness, thoughtlessness 
and temptation. Assures positive control 
over all recorded transactions. 


EGRY ALLSET Forms are individually bound 
sets, interleaved with onetime carbons 
for immediate use for either typed or 
handwritten_records. 


Lt thin Unite 





@ The systems shown at the left step 
up the making of handwritten and 
typed records for the reason that time- 
consuming, tiresome, manual opera- 
tions, such as inserting and removing 
loose carbons from the forms, have 
been eliminated. When you use Egry 
Business Systems you'll find that more 
records are written in less time be- 
cause the operator’s efforts are pro- 
ductive. You will be interested in 
learning more about the worth-while 
advantages which accrue to the users 
of Egry Business Systems. Literature 
containing full information will be 
sent on request. Or for visual proof 
of the usefulness of these systems, a 
practical demonstration may be ar- 
ranged in your own office, at your 
convenience. This entails no cost or 
obligation whatever. . 
. ” 


with EGRY BUSINESS SYSTEMS 


THE EGRY REGISTER COMPANY, DAYTON 2, OHIO, Dept. F-523 


EGRY CONTINUOUS FORMS LIMITED, King and Dufferin Sts., Toronto, Ontario, Canada 
Egry maintains sales agencies in all principal cities 


| 
EGRY BUSINESS SYSTEMS 
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“There never was in the world two opinions alike.” 








—MONTAIGNE 





“Industry is full of men who can tell why a machine 
doesn’t work, but not why a man doesn’t work.” 


* 


“Not often in this country, but sometimes, in labor as 
in party politics, slick men outsmart themselves.” 


aa 


“We must create and sustain a desire for goods to 
steadily increase consumption to raise the standard of 
living.” 


Aa 


“Management and labor must scratch their brains to 
get better ways of doing things or they’ll get them beaten 
out.” 


* 


“If we can prevent the OPA from preventing produc- 
tion, the country can break the economic log jam now con- 
fronting it.” 


* 


“The cost of fuel cuts such a relatively small figure 
in the over-all expense of generating electricity that 
atomic power plants would reduce electric bills only 
slightly.” 

* 


“Unless decisions on both sides of the bargaining table 
are made in the long-term interests of the business itself, 
and hence of its customers and the public, American in- 
dustry cannot serve and cannot progress.” 


aa 


“I firmly believe that we are now doing to the power 
industry of America by degrees what Clement Attlee and 
the Socialist party are doing to the banks and the coal 
mines in England in one fell swoop, We are socializing it.” 


> 


“Two faiths are in conflict today, at home as well as 
abroad—a belief in an expanding freedom and responsi- 
bility for the individual versus a belief in an expanding 
authority of the state even though the result may be a 
contracting freedom for the individual.” 
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Engineered for Power Station Needs 


EXIDES are always ready for in- 
stant action. They are engineered 
to meet the varying battery require- 
ments of power station operations. 
Exide makes several types of stor- 
age batteries. These batteries, 
through proved performance for 
over 50 years in central station 
work, have earned the confidence 
of utility engineers everywhere. 
When you buy an Exide you are 
buying the utmost of storage bat- 


tery dependability, long-life and 
ease of maintenance. 

Whatever your storage battery 
problems may be Exide engineers 
will be glad to help you wor 

them out. 


Ex1de 


BATTERIES 


THE ELECTRIC STORAGE BATTERY COMPANY, Philadelphia 32 
Exide Batteries of Canada, Limited, Toronto 


This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 





14 REMARKABLE REMARKS—( Continued) ° 


Leonarp P. Ayres 
Vice president, Cleveland Trust 
Company. 


Hatton W. SUMNERS 
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RAYMOND WHEELER 
Chief of Engineers, United 
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Epitor1AL STATEMENT 
The New York Times. 


“Corruption in Federal statistics by the government it- 
self on behalf of selected pressure groups is the issue 
which is producing violent argument in Washington.” 


> 


“There isn’t a sensible person in this room now who 
can look his children or grandchildren in the face and 
be certain that he can leave to them the heritage of the 
privilege of being free.” 


> 


“Instead of helping the situation, the unprecedented 
and, I believe, extremely unwise taking of sides by the 
Federal government on the wage issue has done a serious 
and irreparable hurt to everyone of us. Inflation is not 
now simply a threat; it is a stark reality.” 


* 


“Management spends hundreds of millions in advertis- 
ing the quality and uses of its products and services. Is 
it not advisable that it support on an equally liberal basis 
the educational program of basic economic truths vital 
to the need for its products and services?” 


¥ 


“All those who insist on using organized force to ad- 
vance their selfish interests should be recognized as public 
enemies in an interdependent society which cannot prosper 
or even survive except through the ever closer and more 
willing codperation of all its members.” 


> 


“With the multiplication of Federal administrative 
agencies, the increasing subjection of every form of ac- 
tivity to administrative regulation, and the hostility of 
administrative agencies to all attempts to impose effec- 
tive legal checks upon them, we have been coming to a 
condition which may well be called administrative ab- 
solutism.” 


* 


“We should prepare for the probable trend of the post- 
war era to decentralize major national activities, by mak- 
ing available innumerable sites for the dispersal of indus- 
trial expansion along the banks of our improved waterways 
and ship channels, and by providing extensions of these 
facilities through desirable land-locked areas for maxi- 
mum accessibility.” 


. 


“If we are to get ahead with the problems of recon- 
version, rival industrial groups and rival unions must 
iron out their internal dissensions, and the government 
itself must help to create conditions which favor a bal- 
anced collective bargaining. All must admit that disputes 
which interfere with the flow of the necessities of life 
are ‘affected with a public interest.’ ” 





‘There is no substitute 


for Job-Kated economy 


You—like many other public utility com- hauling at lower cost... . Dodge 
panies—know that when trucks fit your Job-Rated trucks fit your needs 
job, they perform more efficiently, in many ways. They’re engineered 
operate more economically, and last / specifically for heavy-duty, fre- 
longer... . You know that you get quent stop service. If you struggled 


better and more economical per- through the war without the economy 


formance when the transmission, and dependability of trucks that fit 
clutch, axles, and other units are your job—talk to Dodge owners, then 
of exactly the right size for the to a Dodge dealer. NOW is a good 
truck’s job—you get better time to switch to Dodge Job-Rated trucks. 


DODGE / DIVISION, CHRYSLER CORPORATION 




















FIT THE JOB AST LONGER LISTEN TO THE MUSIC OF ANDRE KOSTELANETZ, WITH 


FAMOUS GUEST STARS, THURSDAYS, C.B.S., 9 P.M., E.T. 
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The designing and production of pipe 
hangers to meet the varied requirements 
caused by expansion, contraction, pres- 
sure, vibration and load calls for a thor- 
ough working knowledge of springs, 
levers and other mechanical devices as 
well as of pipe and piping systems. As 
a result of 95 years of piping experience 
and continuous laboratory research and 
experimentation, Grinnell is able to 


GRINNELL COMPANY, INC. Executive 
Offices, Providence 1, R. I. Branch warehouses 
in principal cities. Manufacturing Plants: 
Providence, R. I; Cranston, R. L.; Atlanta, Ga.; 
Warren, Ohio; Columbia, Pa. 
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offer standard and special-purpose 
hangers to meet every conceivable 
requirement in piping. 

Whatever the piping requirements, 
Grinnell has the specialized engineering 
knowledge and experience to handle the 
job — from first plan to actual operation. 
Grinnell can supply everything from a 
tiny tube fitting to a complete power 
plant installation. 


GRIGHPELL 


WHENEVER PIPING is 
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There’s a CLEVELAND Model that will ex- 
actly fit your trenching job and deliver maxi- 
mum trench at minimum cost whether it's 
for: — WATER — OIL — GAS — TELEPHONE 
— SEWER — GASOLINE — POWER — 
DRAINAGE or FOUNDATIONS. 
CLEVELAND'S close intimate contact with 
the various types of trenching projects and 
an accumulated engineering and field expe- 
rience, covering over 20 years, can help you 
select the logical machine to most efficiently 
and economically meet your special job. 
Avail yourself of this experience — contact 


THE CLEVELAND TRENCHER COMPANY 
20100 ST. CLAIR AVE. « CLEVELAND 17, OHIO 
“CLEVELANDS” Save More ... Because They Do More 
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FEDERAL UTILITY REGULATION ANNOTATED 


(FURA) 
The Public Utility Holding 
Company Act of 1935 
as-administered by the 


Securities and Exchange Commission 
A Section by Section Treatment 
of the Act, with 
(1) SEC Rules 


(2) Commission and Court de- 
cisions 

(3) Supplemental notes 

OTHER FEATURES: Historical introduc- 

tion, personnel of the Commission, complete 

alphabetical list of subsidiaries of holding 

company systems, rules of practice, compre- 


hensive subject index, annual upkeep pocket 
supplements. Price, $12.00. 


AND TO KEEP YOU MORE CLOSELY INFORMED: 
FURA - CURRENT SERVICE = SEC 


A continuing record issued twice a month, with special issues as required. 





Summaries and analyses of commission and court decisions 
Special studies of financial aspects, policies and practices 
Comments upon observable regulatory trends and tendencies 
References to and excerpts from addresses by members and staff 
Brief reviews of nent articles in periodical literature 

Notes on legislative proposals and congressional debates 

Guides to collateral material of interpretative or suggestive value 
yo — information clarifying or expounding the Commis- 
sion’s wo 
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A—tThe sturdy Kinnear Motor Op- 
erator goes into action instantly 
at the touch of a control button— 
operating the door with smooth speed 
and efficiency. Specially designed for 
lasting, trouble-free operation. 
B—Ruzged efficiency is also fea- 
tured in the sturdy, all-steel, in- 
terlocking-slat construction of Kinnear 
Rolling Doors. Doors coil into small space 
above the lintel, permit full use of floor, 
wall and ceiling space, remain out of the 
way and safe from damage when open. 


a Control adds still further con- 





venience and economy by permitting 
more strategic placing of control buttons, 
or centralized control stations. It also cuts 
heating and air-conditioning costs by en- 
couraging prompt door closure. 
Write today for complete information on Kinnear Motor Operated Rolling Doors. 


The KINNEAR Manufacturing Company ene J teipal 


Factories: 2060-80 Fields Fg = Pn oe 3 Ohio; 
1742 Yosemite Ave., Colifornia 


KINNEAR 
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B&W Boiler Designs 


Hicuesr standards of performance with respect to 
continuity of service, dependability, over-all oper- 
ating efficiency, and greatest return on investment, 
are assured when any job of supplying steam require- 
ments for electric power generation is entrusted to 
B&W Boilers. From the time-tested, performance- 
proved B&W boiler designs — Open Pass, Radiant, 
High Head, Stirling and Integral-Furnace — you can 
always be sure of getting units having features nec- 
essary to provide economical steam generation under 
any combination of pressure, temperature, fuel and 
space requirements consistent with modern boiler 
applications. When you call on B&W for boilers and 
related equipment you call on a background of over 
60 years’ unsurpassed experience in designing and 
building steam generating units that have achieved a 
long record of highly satisfactory service in public OPEN-PASS BOILER — Two units of this 
utility stations in all sections of the United States. design installed in eastern central station. 
Among the recent installations of B&W boilers in —— capeckty each—975,000 Ib. per hr. at 
: “ psi and 950F, 
this field are the designs shown on these pages. 
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CRESCENT 


VARNISHED 
CAM BRIC}]|- 
POWER 
CABLE 


Heavier loads for longer periods of time than formerly possible are 
obtainable with CRESCENT VARNISHED CAMBRIC CABLE, due to sub- “i 
stantial improvements in high temperature varnished cambric tapes. 3 
This general-purpose, industrial power cable provides higher current 
carrying capacity for the same size of copper conductors, together with 
maximum safety and permanence. 


CRESCENT INSULATED WIRE & CABLE CO. § |- 
TRENTON, N. J. - 


Ww WIRE and CABLE 
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{ American Water Works Association, Pacific Northwest Section, begins meeting, 
Gearhart, Or., 1946. 





New Jersey Utilities Association begins meeting, Absecon, N. J., 1946. 
Great Lakes Power Club meeting begins, Chicago, IIl., 1946 
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American Gas Association Midwest Personnel Conference begins, Kansas City, 
Mo., 1946 


a.) 





=4 


| ewy oy gy Ss ia Association will. hold convention, Pittsburgh, Pa., 
une 6, 7, 





Gas aya appt Association annual meeting will be held, Chicago, Iil., 
June 11, 12, 


= 





a) 


Pennsylvania Electric Association, Engineering Section, begins meeting, Harrisburg, 
Pa., 1946. ° 
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Pacific Coast Electrical Association will hold annual convention, Sau Francisco, Cal., 
June 12—14, 1946. 





=a 


Washington Independent Telephone Association annual convention will be held, Spokane, 
Wash., June 14, 15, 1946. 
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Federal Power Commission resumes natural gas investigation hearing, Washington, D. C., 
June 17, 1946. 
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q National eto Manufacturers Association will hold meeting, Hot Springs, Va., 
June 17-19, 1946. 





{ Canadian Gas Association annual convention will. be conducted, Quebec, Canada, 
June 19-21, 1946. 





{ Oregon re pe Telephone Association will hold convention, Portland, Or., 
June 21, 22,1 





q Edison Electric Institute convention begins, New York, N. Y., 1946. 








q State Utility Engineers will hold annual conference, Belgrade Lakes, Me., 
June 25-27, 1946, 
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First Arc Lamp, Gtnza Street, Tokyo—1882 
(From wood engraving.) 


a 
i 
i 
& 5 
ag 

# 


Oi See abt ps 


+ : 


iv 


» BLE 


rs 


Nicut View or Ginza StTrEEetT—1935 
(Prior to World War II destruction.) 
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Japan’s ‘I'wo-bit Power Outfit 


Surprising information as to production and capacity of the 

overestimated Nipponese industry, its governmental organiza- 

tion, rate structures, employment, salaries, and rationing— 
lack of resiliency during the war—the bombing havoc. 


By LIEUTENANT (JG) RICHARD HELLMAN, USNR 


her, Japan’s electricity setup 

was a “two-bit” outfit. In war 
and in surrender, it tells that wretched 
country’s story. 

You see it on walking into the most 
important offices of the industry, in 
the 6-story Tokyo building that houses 
the Ministry of Commerce and Indus- 
try. No Sunstrands, Marchants, or 
IBM’s are found there. Hard as it is 
to believe, statistics are still gotten up 
on a leisurely abacus counter. There 
is no click of snappy typists, no effi- 
cient chomping of stenographers’ jaws 
on spearmint. Occasionally, one does 
stumble on a mastodon which turns out 


z almost everything else about 
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to be a Japanese-writing typewriter. 
In some quiet corner, a dusty old 
American typewriter may be encoun- 
tered, too, to show that once these peo- 
ple wrote friendly commercial corre- 
spondence to us. The one seen by the 
writer was probably used for the first 
time since 1941, to type out much of 
the data given him and presented here. 

The office looks more like a junk 
shop, with nondescript papers lying 
around indiscriminately mixed up with 
spoons, kitchen knives, teacups with 
the remains of weak tea, and black ink. 
Everybody works along as though in 
“condition normal.” The _ building 
stands around a small yard used for 
MAY 23, 1946 
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parking charcoal-burning autos, but 
now only burned-out hulks are parked 
there, brown with rust. A third of the 
building is gutted; not all in a single 
spot, but in sections unpredictably 
stuck in among parts undamaged. This 
drab outfit doesn’t hold a candle to the 
most inefficient utility office in our 
country. Those of us who have been 
over to Japan since its surrender 
wonder, “How did they do it?” 

The answer is, simply, they didn’t. 
The story affords an informative con- 
trast with the way we did it here, and 
is worth a brief telling. By way of 
general interest, the reader will find 
that much of the information here is 
published for the first time. This in- 
cludes the figures on production and 
capacity, which haven’t been available 
since 1937 in authoritative form, and 
which show how greatly we overesti- 
mated Japan’s war output in the last 
years of the war. Of interest are the 
data on the efficiency of Japan’s steam- 
power plants. The load curves, which 
are only summarized here, show very 
compactly the effect of the war and sur- 
render on Japanese war output. Evalu- 
ation, in public, of utility plants as 
bombing targets is also possible now 
for the first time. The reader will find 
here, in addition, little known informa- 
tion on the peculiar governmental or- 
ganization of the industry, the rate 
structures, employment and salaries, 
and rationing. Occasional parallels in 
American experience are drawn to 
show the vast difference between the 
Japanese and us. 


Zero War Expansion 


HE most amazing single fact 
about Japan’s power industry— 
which more than anything else shows 
MAY 23, 1946 


on what a shoestring she fought—is 
that its output did not go up materially 
during the war. The output of all 
utility and factory generators was 35 
billion kilowatt hours in 1940, and 
only’a billion higher in 1944. Subtract- 
ing transmission losses, consumption 
also increased the same slight amount, 
from 28 to 29 billions. 

What this means is that the Japa- 
nese had to fight the war against us 
with what they had piled up before 
Pearl Harbor. After that, their colo- 
nial victories didn’t do them much 
good; our Navy cut their supply lines 
so completely that neither materials 
nor machinery were available to con- 
struct electrical equipment. On top of 
that, they had a skilled labor shortage. 
And a food shortage! 

“Without the atomic bomb, we were 
ready to quit in the summer of 1945,” 
the writer was told by Professor To- 
bata of the agricultural economy de- 
partment at Tokyo Imperial Univer- 
sity, “because for two years our food 
imports had been cut to very little, and 
to virtually nothing in the last year.” 
The Japanese were amazed by the ac- 
curacy of our low-level attacks on their 
shipping, delivered by carrier plane. 
Tobata cited the fact that of 10 ships 
operating the supply line between 
northern Honshu and neighboring 
Hokkaido, 8 were entirely destroyed 
by us on one—he emphasized the 
“one”—raid. (The writer was a de- 
stroyer gunnery officer with the fast 
carrier group that carried out these 
raids in 1945.) 


i te explains why only 5 generat- 
ing units (bigger than 10,000 


kilowatts) were installed during the 
war; 1 in 1942 and 2 each in 1943-4. 
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Since it takes two years to build and 
install, it may be assumed that even 
these 5 units were built mostly of pre- 
Pearl Harbor materials. 

So thoroughly was the coal-carrying 
shipping shot up by our carrier planes, 
that steam generation on the main is- 
land of Honshu was reduced almost to 
zero. In March, 1945, the dry season, 
only 20 million kilowatt hours were 
produced by coal in all Japan, con- 
trasted with 488 millions in the same 
month of the previous year. On the 
near-by island of Shikoku, which flanks 
southern Honshu to form the Inland 
sea, coal generation actually did go 
down to absolute zero. 

For all Japan, though hydro stepped 
up from 18 to 28 billion kilowatt hours 
between 1935 and 1944, steam output 
dropped from 4.3 to 3.7 billion kilo- 
watt hours. On Honshu, the drop was 
54 per cent, from 3.4 to 1.56 billion 
kilowatt hours. Japan’s dependence on 
coal is high lighted by the fact that, ex- 
cept for one dime-store installation (of 
a thousand kilowatts), she has no Die- 
sel generation. She couldn’t have got- 
ten the oil anyway. 

If we underestimated Japanese 
treachery before December, 1941, we 
overestimated their power afterwards. 
We did not find out how much so till 
after her defeat, when we went into 
Japan itself. Then, everywhere we 


went we marveled at the poorness of 
the people, the ineffectual war indus- 
try. In electric power, we had estimated 
their output in 1944 at 47 billion kilo- 
watt hours. In terms of military plan- 
ning, this would be conservative on the 
high side, being based on assumptions 
most favorable to Japan. This cushion 
notwithstanding, the true production 
of only 36 billions is astonishing. 


B* contrast, U.S. production is 
downright impious—to the Japa- 
nese. In 1944 we generated, in utility 
and factory plants, 280 billion kilo- 
watt hours. This is eight times Ja- 
pan’s. It is a measure of our over-all 
industrial effort as well. Japan, al- 
though prepared for war, was not able 
to expand. But we, who were caught 
unready for treachery, displayed a vi- 
tality and resiliency that added 100 bil- 
lion kilowatt hours to our 1940 output 
of 180 billions. 

Looking back on our troubles in the 
power industry during the war, we 
think they must have been slight, com- 
pared to those of the Japanese. We at 
least were climbing, while they were 
stuck down at the bottom. Our organi- 
zation, too, was more efficient than 
theirs. If they did more hollering, arm 
waving, and cussing, they did worse 
anyway. 

We, for example, never tasted the 


z 


“THE most amazing single fact about Japan’s power industry 
—which more than anything else shows on what a shoestring 
she fought—is that its output did not go up materially dur- 
ing the war. The output of all utility and factory generators 
was 35 billion kilowatt hours in 1940, and only a billion 
higher in 1944. Subtracting transmission losses, consump- 
tion also increased the same slight amount, from 28 to 29 


billions.” 
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delights of an Electric Light Bulb Do- 
nation Movement. Through organiza- 
tions like the Imperial Rule Assistance 
Association, this put the screws on 
people to “show such spirit as to reduce 
the number of light bulbs in their 
homes and thus donate the power saved 
which, in a word, may be called an 
ELBDM.” The brown-out was so 
tight that special allotments were made 
to homes with children studying late 
for school entrance exams, to wed- 
dings, funerals, and illness. “By divert- 
ing the conserved electricity to essen- 
tial industries,” the people were told in 
June, 1943, in a quaint official docu- 
ment, called “Questions and Answers 
Concerning the Electric Power Mobili- 
zation Plan,” “we will build in quan- 
tity, plane by plane and shell by shell, 
for the destruction of America and 
England.” 

Such modest hopes, such rudely 
shattered dreams! 

This petty nagging of the people 
was matched by drastic harassment of 
industrial operations. Unfortunately 
for the Japanese, beginning in 1939 
they were hit by a succession of 
droughts. Since 80 per cent of her elec- 
tricity is normally run-of-stream hy- 
dro (even her important storage is 
confined to little more than flooded 
swamps) the missing kilowatt hours 
had to come from coal generation. But 
there was little coal and, because of a 
wicked U.S. Navy, not enough ships to 
carry even that little. 


7 the picture as a whole, two 

ways were open to the Japanese to 
meet higher power demands: increase 
supply or limit demand. But at least 

. five factors conspired to keep supply 
down. 
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l To the Japanese, every year was 

always “This decision year of the 
war.” Allowing two years to manu- 
facture and install generating equip- 
ment, it would come too late, therefore 
was not undertaken. 


This viewpoint was made easier 

to swallow, if not inevitable, be- 
cause of the drastic shortage of men 
and materials. What there was had to 
be put into munitions directly. As early 
as 1939, the Kiso river dam was de- 
layed because only 500 of a needed 4, 
500 tons of cement were delivered, be- 
cause the cement factories weren’t able 
to get coal. So it went, an endless chain 
of frustrations. 


3 While stand-by steam capacity 

was considerable, the coal short- 
age kept it unused. Even had the diffi- 
culties of coal mining been  sur- 
mounted, increased output would have 
run up against the transportation bot- 
tle neck. Sometimes it was hard to tell 
which was worst, the country-wide 
shortage of coal, or the shortage of 
transport, or the shortage of electric 
power. Coal had to be saved to gen- 
erate power, and power had to be saved 
to save coal, and both had to be saved 
to save transport. What coal the in- 
dustry did get was so poor it dis- 
couraged the engineers, the boiler fires, 
and the electric clocks. 


4 Since new plants, whether steam 

or hydro, were not to be had, the 
Japanese decided in 1943 to move fac- 
tories to existing hydro stations, where 
possible. This would save a 10 to 20 
per cent transmission loss, coal, and 
transport. The blessings, however, 
were not unmixed, for the hydro sites 
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Daily Load Curves in Japan 


see the vagaries of war and defeat are revealed admir- 
ably on daily load curves. On June 20, 1945, a 
Wednesday, central Honshu had a peak load of 1.5 million 
kilowatts. On August 15th the Japanese threw in the sponge, 
and by September 5th the peak was down to half (770,000 
kilowatts). This peak came at 7 to 8 in the evening, whereas 
the June peak came at 10 in the morning and was caused by 
industrial loads.” 





were up in the mountains, away from 
tidewater and the large factory centers. 
To move them would take transporta- 
tion, as would the moving of raw ma- 
terials to the factories and the end 
products away. The Japanese there- 
fore didn’t realize on this one. 


a A fifth factor complicated life for 

the Japanese — transmission 
woes. The eastern half of the islands, 
in general, is on 50-cycle, the western 
half on 60-cycle. While border equip- 
ment works on both, the exchange 
wasn’t as free as it could have been. 
Surplus seasonal hydro on Honshu, 
which could have been used in Kyushu, 
could not be gotten there for lack of 
transmission ties between these close 
islands. 


R Y way of showing how things were 
going in our country at the same 
time, the writer told Mitsui, chief en- 
gineer of Japan’s Electric Power Bu- 


667 


reau, that we were installing new 
equipment at the rate of 3 million kilo- 
watts a year during 1941-1943. His 
eyes opened wide, while gasps of aston- 
ishment escaped from his assistants. 
Encouraged, I pointed out to them 
that during the four years 1941-1944 
we installed 10 million kilowatts of 
brand new modern equipment. This 
was equal to their entire installation of 
10.2 million kilowatts for all Japanese 
utilities and factories, rickety as theirs 
were. With all the weariness of defeat, 
Mitsui threw up his hands and sighed, 
“We could never do that, America is 
different.” And his circle of assistants 
nodded agreement.’ 


1The writer, of course, was guessing on 
our new ins 
of knowing at sea what the 
actual installations, for utilities only, during 
1941-1944 totaled 10,3 million kilowatts—this 
pone despite a substantial diversion to marine 

erties. The saene & op cute te Se aces 

rt © tanto 10 happened to be the nearest 
reasonable round number, and not because of 
any unusual prescience. 
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Rationing 

HUS, increased power supply for 

Japan in its Greater East ‘Asia 
War was not practicable. “Such being 
the case,” explains the government in 
“Questions and Answers,” “we have 
naturally come to place emphasis upon 
rationing.” Besides conversion of 
peacetime industries to munitions, sev- 
eral methods of cutting down demand 
were used. 


New demands were limited. At 

first, power contracts between a 
factory and a utility had to be sanc- 
tioned by the Minister of Communi- 
cations. When this didn’t work, a new 
law was passed under which further 
demands had to be reviewed by the 
Minister. This didn’t work either, and 
in the summer of 1943 the Japanese 
had to admit that “We must now re- 
mege on the power supply already 
OK’d by this government office.” This 
reminds us of our own war days, when 
more “top” priorities were issued than 
materials to satisfy them, and priori- 
ties had to be established within pri- 
orities. The difference is that we were 
expanding at a terrific rate, while the 
Japanese economy was deteriorating. 


Seasonal concentration of manu- 

facturing was forced. The dry 
season comes in the months of Decem- 
ber through March, and in August, 
and may cause hydro to drop as much 
as 50 per cent. With coal shortage and 
inability to compensate by steam gen- 
eration, basic nonseasonal enterprises 
were compelled to slack off in dry 
months and work around the clock in 
wet months. Cheaper rates were pro- 
vided in the wet months as an incen- 
tive. This restriction applied to the 
heaviest users of power—aluminum, 
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ammonium sulphate, and other chemi- 
cals. Other industries were made to 
work only during the off-peak night 


hours. 
3 The Japanese tried to impose 
more efficient industrial use of 
power. Utility technicians were to 
work with factory managers. It was 
estimated, for instance, that aluminum 
should take 30,000 kilowatt hours per 
ton, and that was supposed to be the 
standard. Early in 1944 the Asahi 
Shimbun, a Tokyo paper, reported 
that 1,800 trouble shooters swarmed 
over factories in the Kanto district, 
shouting “Save 30 per cent electricity.” 
This was the “Extraordinary Produc- 
tion Increase Corps” in action to save 
the nation. Twenty-six million “kilo- 
watts” were supposed to have been 
saved by their heroic efforts, equal to 
26,000 tons of coal, “80 or more 
bombers.” If some sharp reader makes 
lightning calculations and figures out 
that 26 million kilowatt hours should 
save 13,000 tons at our standard con- 
version ratio of a pound of coal to a 
kilowatt hour, he is now told that the 
Japanese installations take 2.1 pounds. 
4 “Nonessential” uses of electricity 
were cut. Early in 1944, for ex- 
ample, homes and stores were told to 
cut their use by 30 per cent. A family 
was allowed one light of 40 watts. A 
bathroom or hall light couldn’t draw 
over 10 watts. For a home with 10 fix- 
tures or less, monthly use mustn’t ex- 
ceed 20 kilowatt hours. (Compared 
with 5 times that for American homes 
throughout the war.) Banks, movie 
houses, hotels, and offices couldn't use 
more than 3 kilowatt hours a month 
per bulb, which comes to about one 
hour a day for a 100-watt bulb. 
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It is a mistake to think that Japan’s 
war with us started in 1941, December 
7th. Every Japanese with whom this 
writer talked assumed implicity that 
Japan began her war with the Man- 
churian Incident in 1932. How else can 
we explain why, as early as 1939, she 
banned new electric heaters, refriger- 
ators, barber tools, garden pumps, 
escalators and elevators of less than 
three stories, or the use of neon signs, 
outside lighting, bill-board lighting, 
flood lights, and street lights with more 
than one bulb? 


[Sears top-priority war indus- 
tries were curtailed in drought. 
The Ford factory in Yokohama had 
to cut its use to 18,000 kilowatt hours 
per month, from a normal of 55,000, 
in the winter of 1941-2, though it was 
making Army trucks. A radar and 
communications equipment factory 
had to shut down one day a week in 
the previous winter for want of power. 

Obedience wasn’t 100 per cent, not 
even in a totalitarian Japan. “It 
seems,” an official document com- 
plains, “that there were many incon- 
siderate persons leaving lights on even 
when they have gone to bed, especially 
in fixed-rate homes . . . Moreover, we 
have been in the habit of turning on 
lights of the same candle power for 
both eating and reading.” 

Allotments of power were made, 


and a penalty of 50 sen per kilowatt 
hour of overuse was levied. Serious 
cases could result in fine and a 3-year 
jail sentence. 


Bombs and Submarines 


| ies the very midst of her agonies of 
shortage, a solution was in the 
making for Japan’s power ills. It con- 
tained three ingredients: (1) the attri- 
tion of her shipping by our Navy, with 
the cumulative loss of materials for 
manufacturing activity; (2) our B-29 
and carrier raids; and (3) surrender. 
The first began with the opening shot 
of the war, the second in June, 1944. 
Tokyo was 80 per cent razed, Yoko- 
hama 85 to 90 per cent, and every other 
city as well (with the exception of the 
purely cultural center of Kyoto, the old 
capital). What looked like open fields 
along the Tokyo-Yokohama railway 
at night, by daylight are revealed as 
the level rubble of former homes and 
factories. 

The vagaries of war and defeat are 
revealed admirably on daily load 
curves. On June 20, 1945, a Wednes- 
day, central Honshu had a peak load of 
1.5 million kilowatts. On August 15th 
the Japanese threw in the sponge, and 
by September 5th the peak was down 
to half (770,000 kilowatts). This 
peak came at 7 to 8 in the evening, 
whereas the June peak came at 10 in 
the morning and was caused by indus- 


7 


power everywhere. They go one step further, in rural dis- 


q “... they [the Japanese] have separate meters for lights and 


tricts, by having two kinds of distribution lines. One allows 
24-hour supply. The other carries current both for daytime 
supply and lighting supply: At sunset, by a switch, the day- 
time power is stopped, and the line then is fed with lighting 
current.” 
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trial loads. “There is a surplus of 2 
million kilowatts,” the Tokyo radio 
could console its beaten listeners, “‘and 
a decision has been reached to use this 
for the building of a new Japan.” 


HE strategy of bombing power 

plants in Japan involved some 
very fine points, and illustrates with 
what minute detail and planning tar- 
gets were selected and timed by our 
Joint Target Group (a sort of com- 
bined chiefs of staff for air warfare). 
It was figured that half the power in a 
region would have to be cut if high 
priority munitions output were to be 
affected significantly. “Critical” effects 
would call for at least a three-quarters 
cut. The most efficient target spotting 
would concentrate on high - voltage 
transformer and switching stations 
feeding hydro into industrial centers 
—one cut through a winding puts it 
out. Steam boilers would be more vul- 
nerable than turbines, which, because 
of their thick cast steel cases, would 
resist blast and fragments. 

The trouble was, however, that oth- 
er targets might be more lucrative for 
our bombs. Destruction of Japanese 
shipping and transportation and area 
burning of factories were reducing in- 
dustrial output, and therefore the de- 
mand for power. If power plants were 
to be bombed, needless duplication had 
to be avoided. General attrition had 
advanced so far that in June, 1945, 
JTG concluded that “Japan’s supply of 
power still remains adequate to satisfy 
current requirements except in isolated 
instances.” 

By this time, however, we were run- 
ning out of targets fit for area bomb- 
ing, and power stations were ripe for 
our attention. JTG had prepared plans 
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to attack power installations on a sys- 
tematic basis, and these were put into 
action in the last months of the war. 


GC ders soundness of JTG’s bombing 
strategy is fully confirmed by a 
description of bomb damage given to 
the writer by Mitsui. A summary is 
quoted because of its interest : 

Only last few months began systematic air 
raids upon electric power ins The 
objects of concentrated bombing were main- 
ly large steam-power plants and most of the 
large plants in Tokyo, Yokohama, Nagoya, 
Osaka, and Kobe have lost their generating 
capacity. Thanks to abundant water power 
during the rainy season and marked decrease 
of power demand, the loss of the large steam 
plants does not hamper power supply because 
| no necessity for running the steam-power 
plants. 

A few water-power plants were attacked 
by small planes, but damage was slight. A 
few pri substations sustained great 
damages which are almost impossible to re- 
store, but with some other spare equipments 
t are not any trouble for power supply. 

ransmission lines were mostly inter- 
rupted by explosive air pressure, but the 
damages were quickly restored and did not 
cause long interruption. Distribution lines 
and transformers, almost all of them being 
overhead lines, were burnt out when cities 
were subjected to incendiary bombing, but 
very few distribution substations were 
In certain districts there were some substa- 
Say firing of machine guns 
of planes. 


In the summer of 1943 the Japanese 
were told by their government that it 
had “provided absolutely secure meth- 
ods for the protection of electric power 
installations.” No comment. 

One of the more remarkable effects 
of our Naval blockade of Japan is seen 
in the loss of her steam capacity “avail- 
able.” Despite having 3 million kilo- 
watts of installed capacity (public util- 
ity), only half of this was available to- 
ward the end of 1944. At a time when 
war output should have been at its best, 
this was caused by a pyramiding of the 
shortage in maintenance materials, 
poor coals, and several years of over- 
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Regulatory Board in Japan 


4 a einer doesn’t seem to have had a distinct regulatory entity like our 

Federal Power Commission, Securities and Exchange Commis- 
sion, or the state commissions. Since 1909, there has been an Electric 
Power Bureau within one ministry or another. Currently, it is the gov- 
ernmental agency for controlling the ten National Power Policy com- 


panies.” 





work. On top of this, Mitsui told the 
writer, installations “were subjected to 
terrible air raids,” and some equipment 
had to be evacuated. 

By the end of the war, only 500,000 
kilowatts of steam capacity were avail- 
able in all Japan! It is hard to grasp, 
for the city of Detroit alone has 1,- 
250,000 kilowatts of fuel capacity. 


Markets and Reparations 


HERE is some thought of trans- 

ferring Japanese power installa- 
tions to China as reparations. Off- 
hand, it doesn’t look as if much of 
this will materialize. Two-thirds of the 
turbo-generators (larger than 10,000 
kilowatts) are ten to thirty years old. 
Only 35 (of 112) are newer, and these 
are all of inefficient Japanese manufac- 
ture. “More upkeep, less reliability, 
shorter life,” was the way the dean 
of Japan’s best engineering school 
summed it up for the writer. To these 
drawbacks should be added bomb dam- 
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age. Once recovery gets under way in 
Japan, she will need all, or pretty near 
all, of her capacity to satisfy minimum 
needs. Moreover, if the Chinese want 
secondhand machinery, they can get 
better discards from us. 

The commercial question also has 
come up of whether Japan will be a 
market for American electrical equip- 
ment. This seems strange, from a senti- 
mental viewpoint, considering that we 
have only just put a stop to their try- 
ing to kill us off. From a business view- 
point, however, there will be a problem 
of supplying repair materials. Much of 
these she will have to import, most like- 
ly from us. Regarding the equipment 
she would normally have manufac- 
tured for herself before the war, it is 
doubtful whether we will allow her to 
resume all of this—for example, tur- 
bines and generators in which she 
reached a peak manufacturing capac- 
ity of about a million kilowatts. If we 
do prohibit such manufactures, she 
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may be on the market for import of 
heavy units again in five to ten years. 


_ “critical” need to rehabili- 
tate her existing systems is summed 
up in the following statement from 
Mitsui: 

It is now difficult to obtain materials and 
equipments necessary for repair and restora- 
tion of facilities for power generation, trans- 
mission, distribution, and power consump- 
tion. Particularly such materials as are 
manufactured little in this country; for in- 
stance, rubber, oil, mica and cotton for 
insulation, tungsten, and tin should be se- 
cured. through import. As for electrical 
equipments, their manufacturing factories 
should be reopened. At present boiler tubes 
for steam-power plants are hard to obtain. 
Shipping of coal for steam-power genera- 
tion, depending mostly upon sea transport, 
is tremendously difficult when sea transport 
is almost entirely interrupted. Shortage of 
trucks and other moving vans for the trans- 
port of materials causes a great difficulty in 
repair and restoration of electrical equip- 
ments. For this purpose, trucks and fuel are 
urgently needed. 


Whenever Japan does get new installa- 
tions, she will be partial to hydroelec- 
tric units. They take no coal or oil, have 
less upkeep, use less labor, and last 
longer: an ideal setup for a country 
meanly endowed with raw materials. 
In round figures, 6 million kilowatts 
of hydro have been developed to date 
at 949 sites (at maximum flow). 
About 2,200 sites could provide an- 
other 14 million kilowatts, 80 per cent 
of them on Honshu, with a third of 
this figure at minimum flow. The new 
sites aren’t as good as those already 
exploited, naturally. 


Rate Structures 

N’” we come to the inevitable sub- 
ject of rates, wherein the Japa- 
nese are primitive in several respects, 
and in one or two might be considered 

ahead of us by some people. 
To start with, they have separate 
meters for lights and power every- 
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where. They go one step further, in 
rural districts, by having two kinds of 
distribution lines. One allows 24-hour 
supply. The other carries current both 
for daytime supply and lighting sup- 
ply : At sunset, by a switch, the daytime 
power is stopped, and the line then is 
fed with lighting current. By this neat 
maneuver the farmer can run his 
motors by day, and he can see by night, 
but he is estopped from doing both 
simultaneously. The line carries 220 
volts by day and 100 volts for lights by 
night, the current running through dif- 
ferent distribution transformers and 
different meters. 

The flat rate for lighting is still re- 
tained, although it applies to very small 
users only. Nevertheless, there are mil- 
lions of such, since homes with 4 lamps 
or fewer come under the flat rate. Half 
the lighting revenues in 1944 came 
from flat-rate users. Before the war, 
95 per cent of all households had elec- 
tricity, if only the ultramodern luxury 
of a single 10-candle power bulb. 

Rates are uniform throughout the 
country, except for slight local differ- 
ences for large and rural power users. 
Uniformity is a recent thing, brought 
about during the war. It was made easy 
by the bringing of all power distribu- 
tion under nine regional “National 
Power Policy” companies. The Jap- 
anese have thus carried to fulfillment 
the idea introduced among us on a sys- 
tem-wide basis by companies like Ala- 
bama Power and Consumers Power of 
the Commonwealth & Southern group. 


ee ost of electricity in Japan is almost 
trivial, and it’s a bit hard to tell 
just why this should be. Japanese 
money is in yen, which the Army and 
Navy get at 15 to the dollar from our 
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supply officers in Japan, or about 7 
cents each. Actually, it is known to be 
worth less—only 3 cents according to 
what a financial adviser of the Bank of 
Japan told the writer, and that is the 
conversion figure we’ll use in this ar- 
ticle. 

Before the war, a yen was good 
for about a quarter. A hundred sen 
make a yen. 

Now let’s quickly look over the 
monthly rates by user types. These 
were set last July, and are about 50 
per cent more than the old rates. 

Lighting. A one-bulb house can get 
away for as little as 24 cents a month 
(using a 3-cent yen). The flat rate, 
for those with less than 5 lamps, starts 
at .8 yen a month for a 10-candle 
power load, and goes up to 2.7 yen for 
100 candle power. 

On meters, the charge is 20 sen per 
kilowatt hour plus 20 sen per lamp. 
An American home using 10 lamps 
and 25 kilowatt hours a month would 
pay the magnificent sum of 21 cents. 
TVA please copy. 

“Big light” users (6 kilowatts 
and over) pay 15 sen per kilowatt 
hour plus 4.5 yen per kilowatt of de- 
mand. 

Power. The average farm is 2% 
acres, with most falling within an acre 
either side. What few farmers have 
motors are mainly on a flat rate, pay- 
ing so much per motor. For a 3-kilo- 
watt motor, they pay 4 or 5 yen. A 


$-kilowatt motor pays 7 yen, and any- 
thing bigger 12 yen. The farmer is one 
man who didn’t have his rates jacked 
up last summer, and the reason prob- 
ably is that the government wanted his 
rice, with no irritations, please. The 
rice paddies, incidentally, use power.to 
attract insects to a light, then electro- 
cute them. On account of the black-out, 
though, there wasn’t much of this dur- 
ing the war. 

Industrial power is pretty cheap, 
too. Between an under-50-kilowatt de- 
mand and an over-5,000-kilowatt de- 
mand, the energy charge drops from 4 
sen (per kilowatt hour) to 2.4 sen, and 
the demand charge from 3 to 2.4 yen. 
Toyama city seems to be the Tacoma 
of Japan, the kilowatt-hour charge in 
the over-5,000-kilowatt group being 
only 1.6 sen. This is only half a mill 
in our money. 

Naturally, the electrochemical in- 
dustries get reductions on these rates, 
aluminum and magnesium paying 1.5 
to 2 sen for energy, with no demand 
charge. 

There is generally a minimum 
charge, and a recent trend to introduc- 
ing a demand charge. There is a small 
meter charge, and the usual minor 
variations for load factor, power fac- 
tor, etc. 


Ownership and Control 


HILE in the Electric Power Bu- 
reau, the writer noticed a prewar 
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is one reason why rates can be low. In November, the average 


q “Pay is unbelievably poor [in Japan] by our standards. It 


wage was 1,400 yen per year. The average salary was 3,000 
yen. A university graduate, after being employed about five 
years, gets 2,500 yen; after ten years, 4,000 yen. The highest 
salary is 10,000 yen. At 3 cents a yen, this is worth $300.” 
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report of the Federal Power Commis- 
sion, and the railroad electrification 
study of the old National Power Sur- 
vey. Curious, he asked Mitsui and his 
engineers what reports they would be 
interested in having from the U.S. 
After a moment’s pause, they came up 
with this answer: TVA, Bonneville, 
Boulder dam, and Federal Power Com- 
mission. 

The organization of the industry is 
entirely unlike ours. It is owned and 
operated privately. But the govern- 
ment completely controls (not just 
regulates) it. 

All generation and high-tension 
transmission, with a few small and 
scattered exceptions, are done by the 
Japanese Electric Power Generation 
and Transmission Company. This 
company, also known as Nippon Has- 
soden KK, was formed in 1939 by an 
exchange of stock with the former pri- 
vate operating companies. Distribution 
is entirely monopolized by nine re- 
gional distribution companies, similar- 
ly formed in 1942. 

The officers of these companies were 
drawn largely from the absorbed utili- 
ties, but representatives of the govern- 
ment sit with them and have the final 
say. The directors, president, and vice 
president are appointed with approval 
of the Ministry of Commerce and In- 
dustry. The presidents “interlock” for 
coordination. At first the companies 
were guaranteed 4 per cent, but in re- 
cent years this has been upped to 6. 


HE plan seems beautifully simple, 
but it was fought tooth and nail 
by the utilities. It was also opposed 
fiercely in the Diet by liberals who were 
against this form of more government. 
It was pushed through by the Army, 
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but would not have had a chance ex- 
cept for the war. 

These changes, which have come 
about only in the last seven years, high 
light a most interesting fact—that each 
great phase in the industry’s reorgan- 
ization was sparked by plans for a new 
phase of war. First there was the Man- 
churian Incident in 1932, which marks 
the real beginning of Japan’s war. Be- 
fore that, there were many small com- 
peting units, roughly comparable to 
our pre-1918 period. These were sub- 
jected to integration, beginning in 
1932, under the “Big 5” of Japanese 
families, 3 of which controlled 55 per 
cent of the industry when it was over. 
This phase was like our 1920's. 

The second great change was 
brought on by the China War, which 
began in 1937. Anticipating it, the 
Army in 1936 tried to get a national- 
ization bill through the Diet, but was 
temporarily beaten. It won when the 
Electric Power Control Bill was en- 
acted in March, 1938. Under this law, 
Nippon Hassoden was formed in 
April, 1939. 

When the Army began planning for 
Pearl Harbor in seriousness, power 
distribution got the nod. In August, 
1941, the Electric Distribution Control 
Law was passed. In December, 1941, 
Pearl Harbor was bombed. And in 
April, 1942, the nine companies were 
organized to take over all distribution 
facilities. 


D es doesn’t seem to have had a 
distinct regulatory entity like our 
Federal Power Commission, Securi- 
ties and Exchange Commission, or the 
state commissions. Since 1909, there 
has been an Electric Power Bureau 
within one ministry or another. Cur- 
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rently, it is the governmental agency 
for controlling the ten National Power 
Policy companies. 

A very strange paradox has oc- 
curred in the course of “nationaliza- 
tion.” Public ownership became a 100 
per cent casualty! Before passage of 
the 1941 law, 7 cities and 4 prefectures 
owned power facilities, through which 
they could influence private utility 
policies. Tokyo, Kobe, Sendai, and 
Kyoto were among them. All got ab- 
sorbed in the distribution companies. 

A lot of ill feeling was engendered 
when Nippon Hassoden was formed, 
on account of the fierce competition for 
jobs between Electric Power Bureau 
workers and the employees of the ab- 
sorbed utilities. This was fixed up 
when the distribution companies were 
organized, by forbidding them to em- 
ploy bureau workers for five years 
after they left the bureau. 

At the end of the war, there were 
90,000 workers actually at work in the 
industry. Fifty thousand were labor- 
ers, 40,000 clerks and engineers. Al- 
lowing for expansion with the end of 
the war, this still doesn’t seem like 
much. The people working on this sort 
of thing with our military had figured 
the number might be as high as 175,- 
000, which is another case of how we 
overestimated Japan. 


Pp is unbelievably poor by our 
standards. It is one reason why 
rates can be low. In November, the 
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average wage was 1,400 yen per year. 
The average salary was 3,000 yen. A 
university graduate, after being em- 
ployed about five years, gets 2,500 yen; 
after ten years, 4,000 yen. The highest 
salary is 10,000 yen. At 3 cents a yen, 
this is worth $300. 

These figures include the annual 
bonus which, under the Japanese way 
of paying, accounts for about half the 
total income of a worker. Although 
these incomes may rise under pressure 
of inflation, they will continue to re- 
tain the same quality of poverty. It is 
a quality which has always character- 
ized Japan, and more so in defeat and 
ruin. 

Revenues of ali utilities, in 1944, 
came to 950 billion yen. A third was 
from lighting, the rest from power. 
The distribution companies are vir- 
tually sure of a 6 per cent dividend, be- 
cause the government adjusts gateway 
charges of Nippon Hassoden accord- 
ingly. The latter in turn is indemnified 
for its losses. 

The paid-up capital of the industry 
is 3,335,000,000 yen, and the fixed as- 
sets 6,231,000,000 yen. With the yen 
what it is, these values don’t have much 
meaning. The investment would be 
worth 14 billion dollars at the prewar 
exchange rate of about 25 cents, and 
about a tenth of this at present inflated 
values. 

In the future, there is little likeli- 
hood that control of the industry by 
the government will change materially. 


950 billion yen. A third was from lighting, the rest from 


q “ReveENnveEs of all utilities [in Japan], in 1944, came to 


power. The distribution companies are virtually sure of a 6 
per cent dividend, because the government adjusts gateway 
charges of Nippon Hassoden accordingly.” 
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Concentration of ownership of the 
stock in the 10 big companies, how- 
ever, will undergo a sharp change. The 
“Big 5” families, who supported the 
war, are being forced by General Mac- 
Arthur to get rid of their holdings 
through sale of their stock to the pub- 
lic. They are likely to lose the cash pro- 
ceeds as well, because the plans are to 
impose a retroactive war profits tax 


back and wonder what the enemy 
would have done had he won. But after 
fighting the Japanese, and seeing their 
country in defeat, and talking to them, 
the writer reasons along these lines: 
(1) The Japanese were just so smart, 
(2) but not smart enough to see they 
couldn’t win, (3) but smart enough 
now not to start a war with us for the 
long, foreseeable future. Not-with half 


a million kilowatts of steam capacity, 
anyway. 


that will most likely devour them. 
It’s nice, when you have won, to sit 





Communications in Argentina 


“TS [Argentine] government's interest in nationalizing 
all communications, which had become evident in 1943, 
was further emphasized by a decree issued on January 31, 1944, 
providing that (1) in the future, concessions or licenses for the 
operation of radio broadcasting stations will be granted only to 
native-born Argentines, naturalized citizens of not less than ten 
years’ standing and residence, or to corporations the statutes of 
which make clear their Argentine status; (2) concessionaires 
must be legally domiciled and headquartered in Argentina; (3) 
capital must be held by native-born Argentines or by naturalized 
citizens of not less than ten years’ residence ; (4) all shares must 
be nominative and may not be sold or transferred without the 
knowledge and approval of the director general of posts and 
telegraphs; (5) all directors who carry out administrative, 
executive, or representative functions must be native-born citi- 
zens; (6) the chief technical and administrative positions must 
be filled with native-born citizens; and (7) all other personnel 
must be either native-born of naturalized citizens of not less 
than ten years’ standing. Sixty days’ time was allowed for full 
compliance with the provisions of the decree.” 

Excerpt from “Economic Situation in Argentina—1944,” 

International Reference Service. 
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New Power Demands Will 
Spring from Postwar Industry 


There will be expanding kilowatt requirements from mass 

production enterprises, automotive, domestic, and heavy goods, 

increased power needs for the operation of wind tunnels for 

testing aircraft, for chemistry, iron, steel, nonferrous metal, 

and other established businesses, as well as for anticipated new 
undertakings. 


By T. N. SANDIFER 


EW production processes, mod- 
N ernized plant machinery, and 

postwar pressure to beat costs 
due to higher wages and other factors, 
all point to an increasing demand for 
industrial power. 

The demand will extend to larger 
utility uses generally in industry, but 
certain developments during the war 
are now being informally interpreted, 
in the absence of official figures, as 
pointing to a new era in industrial 
power requirements. 

This development, incidentally, will 
emphasize the place in plant manage- 
ment, of the utilities expert, in schedul- 
ing operations to get the most power 
for the least cost, in efficient plant lay- 
out to utilize power, and in manage- 
ment of power use within the plant. 

All the figures point to power to 
spare, with the diminishing war load, 
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and the war resulted in new equipment 
designed primarily for power. More- 
over, the larger interest in industrial 
research will put an added draft on 
power. 

Such an item as wind tunnels for 
testing aircraft can spell a tremendous 
hike in load demands in a given locality. 
To get winds simulating today’s astro- 
nomical air-speed possibilities calls for 
electric power in quantity and in heavy 
“pushes.” 

While private aircraft industry 
maintains wind tunnels, these are 
largely of a general-purpose nature, 
and not equipped for the postwar de- 
mand mentioned. However, it may 
be forced to install such facilities as 
time goes on. Meanwhile, the govern- 
ment does have them. 

The war shrouded many research de- 
velopments, such as may have been an 
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adjunct to aviation manufacture. The 
best-known activities in this particular 
are those which were conducted by the 
government, and will be continued in 
the postwar years. However, owing to 
competitive conditions, it is reasonable 
to anticipate that at least the big avia- 
tion manufacturers will have research 
facilities of their own. 


oo. ergtgwae it may be an index 
to the future that the total horse- 
power of all facilities operated by the 
National Advisory Committee for 
Aeronautics in 1945 was 201,000 
horsepower, and that new facilities un- 
der construction will raise this to 432,- 
000 horsepower in 1947—an increase 
of 115 per cent. 

In fact, it has been necessary for this 
research body to seek increased funds 
from Congress to meet the spread be- 
tween utility requirements of 1945 and 
those anticipated for 1947. In the lat- 
ter year new high-speed supersonic 
wind tunnels will be placed in opera- 
tion. Now under construction, they 
will be operated by electric motors hav- 
ing a capacity far greater than any 
equipment now installed. 

At Moffett Field, California, the 
supersonic tunnel will be operated by 
electric motors totaling 50,000 horse- 
power; another at Cleveland, Ohio, 
will use a total of 90,000 horsepower. 
The total connected load of all wind 
tunnels and other equipment used by 
NACA, as shown above, has jumped 
over 100 per cent since 1945. 

In fact, from the utility standpoint, 
apart from other factors, aviation 
wind tunnels are expensive proposi- 
tions. Their use results in a consider- 
able demand on power sources to oper- 
ate at full speed. Operation at maxi- 
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mum speed is usual only for short peri- 
ods, which means a relatively small 
amount of energy used each time. 


| § ices companies obviously don't 
care too much for this type of 
outlet, and the tunnels are subject toa 
demand charge in most cases because 
of this spurt type of power load. This, 
in turn, calls for careful power sched- 
uling by the tunnel: and laboratory 
staffs. The high-power equipment must 
be operated at times when the utility 
company can best meet the demand, 
Operations are therefore scheduled for 
daytime in such a way as not to exceed 
demand limitations, and some equip- 
ment is necessarily operated at night. 

It has been calculated that if the 
Cleveland 8-foot supersonic tunnel, 
now under construction, were run for 
thirty minutes in daytime, rather than 
at night, for only one day each month, 
the demand charge would amount to 
$1,800,000 per year. Adding the en- 
ergy charge, the bill is estimated to be 
around $2,621,000. This total exceeds 
the amount now estimated for all 
NACA electrical services for 1947; 
hence it is foregone that operations will 
be geared closely to power cost limita- 
tions. 

As a matter of record, through care- 
ful power scheduling in 1945, an esti- 
mated $288,000 was saved. In addition 
to the cost of electrical services for this 
particular research group, the total of 
$2,250,000 now projected for 1947 
must cover also gas, water, and sewer- 
age services, besides certain incidentals. 

With commercial aviation produc- 
tion now emerging from the war phase, 
it is too soon to guess what re- 
search installations they may use, over 
and above what is available to them 
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from government sources. However, 
changes in design, competition, and 
other factors point to a certain amount 
of such equipment, apart from govern- 
ment laboratories. 


HE Federal Power Commission 

has recently issued the resulting 
data from a survey of industrial elec- 
tric power requirements. 

“Manufacturing industries,” the 
commission states, “excluding govern- 
ment manufacturing industries, in- 
creased their requirements for electric 
energy during the period 1939 through 
1944, 104.7 per cent, or from 75 bil- 
lion kilowatt hours in 1939 to 144.3 
billion kilowatt hours in 1944. 

“The first three industries in this 
category in the order of their energy 
use in 1944 are chemicals, iron and 
steel, and nonferrous metals, These 
three industries used 46.1 per cent of 
the energy used by manufacturing and 
extracting industries in the United 
States during the year. 

“In 1939 the three leading industries 
in order were iron and steel, chemicals, 
and paper, using 39.3 per cent of all 
energy used by manufacturing and ex- 
tracting industries. 

“In terms of kilowatt hours, the 
three largest users in 1944 showed the 
greatest increases during the period 
1939 through 1944—19.4 billion kilo- 
watt hours or 199.2 per cent for chemi- 


cals, 11 billion kilowatt hours or 90.2 
per cent for iron and steel, and 14.8 
billion kilowatt hours or 248.6 per 
cent for nonferrous metals. . . .” 

Extracting industries (mining) 
showed a 40.4 per cent increase in their 
use of electric energy over the same 
period, coal mining, of course, leading 
in the gain as the largest of all extract- 
ing industries in the country. 


HIS article deals with industrial 

use of electric power, but it is an 
interesting side note that the greatest 
relative increase of all industrial users 
in the years under review was shown 
for transportation equipment, with 
more than 18 times the use in 1944 of 
1939 energy consumption. 

In 1944, in short, the total industrial 
use of electric energy was 2 times that 
of 1939, and data for 1945 indicate 
that there will have been a further in- 
crease of 2.9 billion kilowatt hours, or 
for that year 82.6 billion kilowatt 
hours, compared with an increase of 
79.7 billion in 1944, over 1940. Manu- 
facturing and extracting industries es- 
timated, at the time of the report, that 
in 1945 they would use more electric 
energy than was produced in the United 
States by electric utility and nonutility 
producers combined, in any year prior 
to 1940. 

Exact figures of the order of those 
used in the report are not yet available 
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“THE war shrouded many research developments, such as 
may have been an adjunct to aviation manufacture. The 
best-known activities in this particular are those which were 
conducted by the government, and will be continued in the 
postwar years. However, owing to competitive conditions, 
it is reasonable to anticipate that at least the big aviation 
manufacturers will have research facilities of their own.” 
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for subsequent periods, but data up to 
now show that there has been no sig- 
nificant drop in industrial power load 
despite the termination of most war 
production. 

If this spot check is borne out by 
later figures, it will be the more strik- 
ing because virtually the entire gov- 
ernment-built and war-operated mag- 
nesium and light metals industry has 
closed down, and the largest units are 
on the block for sale or lease. These 
light-metal producers, it will be re- 
called, are primarily dependent on large 
supplies of electric power, also gas. 


dei from projections, however, 
certain information is available 
that bears out these expectations. Re- 
calling from the above citations that 
the iron and steel industry in 1944 
stood second only to chemicals in its 
power demands, it is pertinent to note 
that this industry is largely shifting 
to electric furnace operations, as a re- 
sult of the wartime expansion in this 
type of steel mill. 

This finding is reported by the U.S. 
Tariff Commission, which has just 
completed a detailed study of the sub- 
ject for a congressional purpose. 

Steel is usually made by one of three 
major processes—open hearth, Besse- 
mer, or electric. The electric process is 
used for making special steels, chiefly 
alloy steels. The United States has 
learned a great deal about making al- 
loy steels during the war, and especially 
from combing the technical files of the 
huge German war plants visited by 
technical missions on the heels of the 
advancing American armies. Reason- 
ably, alloy steels will find a big demand 
in the postwar industrial picture. 

In any event, quoting the Tariff 
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Commission now, “In the United 
States and, to a considerable extent, in 
foreign countries, the electric process 
is displacing the older crucible or pot 
process for the manufacture of tool 
and fine steel.” 


Acaus in passing, the mass produc- 
tion, which is the key to this coun- 
try’s economic salvation at the mo- 
ment, depends on tools and equipment 
using such steels. Much of the data 
seized in Germany deal with alloys for 
such tool steels, and these were, of 
course, electric process products to a 
large extent, if not altogether, in Ger- 
many. It is plausible to anticipate that 
there will be production of these elec- 
tric process alloys in this country, as 
the demand warrants. 

Again quoting the Tariff Commis- 
sion findings: “In recent years, new 
processes have also been developed for 
coating steel wire and sheets with zinc 
by electrolytic methods, and the use of 
bonderized and other types of chemical 
coating has increased.” 

Electric furnaces in this country 
were, of course, greatly increased in 
capacity because of the abnormal war 
requirements for alloy steel, including 
stainless steel. These facilities are 
standing and, in any curtailment of op- 
erations, it is logical that the older, 
more expensive processes will be aban- 
doned first. 

All expansion of steel capacity in the 
period 1942-1945 was in open hearth 
and electric steel. Capacity for Besse- 
mer steel actually declined in this peri- 
od. Net additions to electric steel ca- 
pacity from January 1, 1940, to June 
30, 1945, increased 189.2 per cent. The 
increase jumped from 1,888,000 short 
tons to 3,572,000 short tons. 
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Fn 


Commercial Aviation Production 


OWT ITH commercial aviation production now emerging from the 

war phase, it is too soon to guess what research installations 

they may use, over and above what is available to them from government 

sources. However, changes in design, competition, and other factors 

point to a certain amount of such equipment, apart from government 
laboratories.” 





HE great bulk of iron and steel 
production, as well as a major part 
of steel consumption, is in the East 
North Central area of the country, in- 
cluding western Pennsylvania, or an 
area north of the Potomac and Ohio 
rivers, south of the Great Lakes, and 
lying between the Mississippi river 
and the Appalachian mountains. There 
is, of course, the buddings of a new 
steel industry in the Pacific coast area, 
stemming from the former govern- 
ment-built steel facilities in that area. 
Then there is the light-metal indus- 
try — magnesium, aluminum, etc. — 
presently in a state of flux from peak 
production in the war, as predominant- 
ly government-built and owned plants, 
to a gradually reconverting and ex- 
panding peacetime output, the scope 
of which is yet to be determined. This 
industry utilizes electric power almost 
altogether in its chemurgical aspects, as 
well as many other phases. 
Perhaps more important than any 
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of these are the nation’s great mass- 
production industries, the automotive, 
domestic appliance, and heavy - goods 
producers, where chain production is 
the god. Machines are power driven, 
material is handled mechanically, 
power motived, and, apart from elec- 
tric power, such plants use manufac- 
tured gas, water, and other utilities to 
an extent little realized outside of the 
industries concerned. 

In fact, a certain large plant, in the 
category cited, actually used, by com- 
putation, the same amount of utility 
services as a moderate-sized city. 


HE Federal Power Commission 

now has in circulation a question- 
naire designed to show for the current 
period just what proportion of costs 
is represented in production by power 
consumption. The data from this can- 
vass of private industry using electric 
power have not come in yet, but, mean- 
while, the using industries are showing 
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increasing consciousness of the rela- 
tion of their utility consumption to pro- 
duction costs. Individual plants have a 
very accurate check on this phase of 
operations. 

A large plant will maintain a con- 
trol system that includes meters which 
are subject to daily check by plant ex- 
perts, daily utility flow sheets, and per- 
haps other methods of keeping an ac- 
counting eye on consumption of elec- 
tric power, gas, and other utilities. For 
illumination, actuating the mass-pro- 
duction machinery and other purposes 
around a large plant, as much as 300,- 
000 kilowatt hours of electricity per 
day may be used. 

Such plants, of course, use gas, 
steam, water, and other utilities, apart 
from electric power. Under competitive 
pressure on costs in reconversion man- 
ufacture, an increasing amount of at- 
tention is being shown in the problem 
of curtailing utility costs, but it is not 
expected that these normally careful 
phases of management routine will af- 
fect the major expectation of greater 
power demands from industry, because 
of the major developments in modern- 
ized processes, postwar utilization of 
former enemy processes, especially in 
chemical industry, and other such 


progress. 


N” is this solely a manifestation in 

American industry. Norway, for 
instance, has what are believed to be 
the largest hydroelectric power re- 
sources in Europe. At present only 
about 2 fifth of this potential is being 
exploited. 

Expanding industry and anticipated 
new industries already are factors in 
pressure for increasing the draft on 
this power; to replace 1,000,000 tons 
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of coal and 700,000 tons of coke and 
cinders imported before the war, it is 
argued, 2,000,000 kilowatts of electric- 
ity will serve, and it is planned to utilize 
electricity postwar, as was done during 
the war, to replace coal for the elec- 
trified state railways. 

Reconversion, in the United States, 
of former government plants, is giving 
a piecemeal fillip to peacetime electrical 
consumption for industrial purposes. 
Thus, several chemical companies are 
leasing space and using the facilities of 
the magnesium plant at Henderson, 
Nevada, formerly operated by Basic 
Magnesium, Inc.; as the facilities are 
especially adaptable to electrometal- 
lurgy, light metals and alloys, and 
chemical production. A number of 
other chemical companies have indi- 
cated their interest in also acquiring 
space. 

A brief summary of some of the 
production equipment in this particular 
plant will point to the emphasis now 
being placed on electric processes ; each 
of the nine buildings consists of three 
units, an electrolysis unit, electrical 
conversion unit, and chlorination unit. 
Major machinery and equipment in- 
clude magnesium cells in the elec- 
trolysis unit rectifiers and motor gen- 
erator sets in the electrical conversion 
unit and furnace transformers, etc., in 
the chlorinator unit. 


A to foreign electrical steel processes 
dug out of the ruins of the Ger- 
man war machine, the following is 
typical: A U.S. military investigator, 
reporting on metallurgical processes 
used by a subsidiary of an Austrian 
steel corporation in producing alloy 
steels, tool steels, and forgings, said the 
company was reported to have used 
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electric furnaces exclusively for steel 
production. 

In all major U.S. industry groups 
except apparel and metal mining, the 
annual load factors of energy pur- 
chased increased between 1939 and 
1944, the Federal Power Commission 
reported. These increases varied be- 
tween 2 per cent for furniture and 35 
for transportation equipment. Indus- 
tries with the largest increases in the 
load factors of electricity purchased 
were transportation equipment, from 
25 to 60 per cent; government ship- 
building and repair, from 19 to 46 per 
cent; and machinery from 27 to 48. 

How much of this is due to the war, 
and how much of the trend will con- 
tinue, is conjectural. Obviously the war 
contributed to upping the energy de- 
mand during the years under review. It 
has given a spurt to the postwar po- 
tential, also. 

Power, of course, is a main consid- 
eration in the light-metals field which, 
as stated earlier, is in an uncertain state 
at present. For the primary aluminum 
industry, it takes about one kilowatt 
per thousand pounds of annual capac- 
ity, and between 9 and 10 kilowatts are 
required to make one pound of the fin- 
ished metal. In the case of the postwar 
aluminum plants, those being sold or 
leased by the government, a large pro- 
portion is served primarily by Fed- 
eral power projects, so that any in- 
crease in electric consumption here 


would be of initial benefit to Federal 
projects, as this writer has mentioned 
in an earlier issue. However, a begin- 
ning has been made at putting this war- 
born industry, or the wartime segment 
of it, into postwar action. 


& to magnesium, very modest esti- 
mates of requirements are given 
for the early postwar years, up to 25,- 
000 or perhaps over 30,000 tons an- 
nually in the next five years. The esti- 
mate depends on the source—the Tariff 
Commission estimates for chemical 
use 1,000 short tons annually, but for 
the same purpose, private industrialists 
anticipate 3,500, or up to 5,000 tons. 
Only 1,000 tons of this metal went into 
aircraft consumption prior to the war. 
During the war this went to 54,000. 
Postwar estimates for aircraft indicate 
4,000 to 14,000 tons, but these postwar 
guesses, in turn, are predicated on a 
civilian aviation of approximately pre- 
war level and a military program of 5,- 
000 planes annually. There are infinite 
other uses for this metal, however, and 
the expansion of production obviously 
will draw further on electric power. 
Power is a significant factor in the 
electrolytic process, which predomi- 
nates in magnesium production. The 
Dow process takes 84 to 10 kilowatt 
hours per pound of magnesium. At the 
various mills during the war, power 
cost per pound ranged from 1.11 cents 
to 6.55 cents. At Basic Magnesium, the 
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“In 1944, in short, the total industrial use of electric energy 
was 2 times that of 1939, and data for 1945 indicate that 
there will have been a further increase of 2.9 billion kilowatt 
hours, or for that year 82.6 billion kilowatt hours, compared 
with an increase of 79.7 billion in 1944, over 1940.” 
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plant mentioned above, where much 
postwar chemical activity is now being 
launched, power costs in magnesium 
production in the war period were 2.33 
cents per pound. High power costs 
probably will handicap two of the elec- 
trolytic plants. On the other hand, some 


plants had access to low-cost natural 
gas. This may spell a new phase in the 
trend of utility demand from this in. 
dustry, or it may not. Coal-generated 
power in the East may influence costs 
of this metal, and cost is a prime factor 
in its competitive future. 
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Federal versus Private Accounting 


“... The government agencies empowered to regulate certain 
industries or certain types of business or financial activities 
have found accounting a principal instrument of regulation. 
They have issued uniform systems of accounts, accounting 
orders, or accounting rules from time to time. Naturally, these 
accounting requirements have been designed to assist the agen- 
cies in accomplishing the purposes for which they were created. 
Since these purposes vary widely, it is not surprising that the 
accounting requirements of the various agencies are neither con- 
sistent among themselves, nor with the accounting principles ac- 
cepted by the accounting profession as those most useful for 
purposes of the economy as a whole. 

“Examples of conflict of opinion appear in a number of re- 
cent cases in which independent certified public accountants 
have qualified their certificates because the SEC required ac- 
counting treatment of certain items in the financial statements 
under its jurisdiction with which the independent certified public 
accountants did not agree. For example, the following statement 
appears in a certificate recently published in conjunction with 
financial statements in a prospectus: 

“*The Securities and Exchange Commission takes the posi- 
tion that the inclusion of such amounts in “Provisions for In- 
come Taxes” is inappropriate in an income statement purport- 
ing to reflect the results of operations. It is our opinion that 
the effect of not including such amounts in operating expenses 
is to overstate net operating income and gross income for the 
years 1942, 1943, and 1944 by amounts of $675,000, $1,519,000, 
and $156,000, respectively, and to overstate net income for 
those years by amounts of $675,000, $346,000, and $156,000, 
respectively.’ ” 

—EDpIToRIAL STATEMENT, 
The Journal of Accountancy. 


MAY 23, 1946 684 





Charges in Lieu of ‘Taxes 


Income taxes as utility operating expenses, 
even though neither paid nor payable. 


By ROBERT E. STROMBERG 


cussion during the past few years 
of high corporate incomie tax 
rates, of the accounting practice of in- 
serting in the income statement, under 
the heading of income taxes or charges 
in lieu of income taxes, not only the 
income taxes expected to be paid by 
the company, but also an additional sum 
equivalent to the reduction in taxes 
brought about by unusual circum- 
stances in a particular year. For ex- 
ample, a parcel of land may be sold at 
a $100,000 loss. With a 40 per cent in- 
come tax rate this results in a reduction 
of income taxes payable of $40,000. 
The longer accepted accounting for 
this transaction is to charge surplus 
with $100,000 loss on sale of land and 
leave operations charged with only the 
income taxes payable for the year. A 
more recent practice is to charge sur- 
plus with $60,000 as the loss on sale of 
land and charge opérations $40,000, 
captioned “Reduction in Income Taxes 
Resulting from Sale of Capital Assets 
at a Loss,” or similar terminology. 
A recent official pronouncement on 


T= has been considerable dis- 
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the whole practice is that of the Se- 
curities and Exchange Commission in 
its Accounting Series Release No. 53, 
dated November 16, 1945, and titled 
“In the Matter of ‘Charges in Lieu of 
Taxes.’ ”’* The discussion by the com- 
mission is complete and thought pro- 
voking. 


I BELIEVE the proposition under con- 
sideration can best be illustrated 
and thought out on the basis of an ex- 
treme example of close cases making 
bad precedents. This example is pro- 
vided by the SEC in one that it pre- 
sented as reductio ad absurdum. 

It was pointed out, in effect, that 
reasoning leading to charging surplus 
with only the net loss on the sale of a 
capital asset (total loss less reduction 
in income taxes payable by reason of 
taking the loss) would, if carried to its 
logical conclusion, mean that, since in- 
terest paid in a given period reduces 
the income tax payable, a charge in lieu 
of the incdme tax reduction should be 
included next to the actual income 
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taxes in the operating expense section 
of the income statement, and an off- 
setting reduction in interest expense 
should be made in the financial section 
of the income statement below the net 
operating income line. 

My thinking on this question leads 
me to the conclusion that it is not ab- 
surd at all, only somewhat revolution- 
ary. 

New concepts are often treated as 
impossible absurdities at birth, then at- 
tain a stature of undesirable innova- 
tions, and finally reach the points of 
first limited and then full acceptance. 


8 gs need but examine any collec- 
tion, of public utility rate cases to 
find regulatory bodies gravely stating 
that borrowed capital of a given com- 
pany is costing 3 per cent, preferred 
stock capital is costing 44 per cent, and 


common stock capital is costing 6 per 
cent because its market price is such as 
to yield that on the rate of common 
stock dividends being paid. The 3 per 
cent cost of borrowed capital is accepted 
as a fact because bonds carrying a 3 
per cent coupon were sold by the com- 
pany at a price which netted 100 after 
deduction of costs of issuance from the 
gross proceeds. 

Income taxes are not taken into 


the calculation. Actually, with , 
40 per cent income tax rate, the bond 


his approval of the method of financing 
by bearing the other 1.20 per cent of 
the 3 per cent face of the bonds. The 
mechanics of sharing the burden is to 
reduce the income tax liability of the 
company based on operating income by 
40 per cent of its interest expense. The 
preferred stock and common stock 
money really costs the whole of 44 per 
cent and 6 per cent because dividends 
are not allowable as a deduction before 
arriving at taxable income. 

The tabulation below based upon 
a total capitalization of $300 equally 
divided between the three sources: of 
capital will illustrate the suggested 
change in the income statement. 


HE effect of the suggested change 

in reporting interest expense in 
the income statement is that it high 
points the fact that bond money is real- 
ly costing much less than the nominal 
rate of interest. This may be a highly 
significant item in a public utility rate 
case and would seem to deserve the 
special accounting treatment suggested. 
Total cost of capital is reduced by the 
accounting change with an exactly 


e 


Required income before income taxes 


Income taxes (40 Pe cut cent of $17.50) 
income taxes for reduction be- 


in lieu o 
cause of interest on bonds 


Net operating income 
istpoess oa: 5 ger cunt bonds 





eduction in interest equal to reduction in income 


taxes because of interest on bonds 


Net income available for dividends ($4.50 to pre- 
stock) 


ferred stock and $6 to common 
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CHARGES IN LIEU OF TAXES 





Income Tax Expense Account 


¢ ig Ferme systems of utility accounts generally provide that income 

tax expense account shall be charged with all income taxes ac- 

crued, no more and no less. A tax-inflation example of what this rule 

leads to is found in the case of the sale of a capital asset at a profit. The 

entire profit is credited to surplus and the income tax liability resulting 

from the realization of the profit is charged to income tax expense 
account.” 





counterbalancing increase in operat- 
ing expenses. The shift causes the in- 
come statement to reflect the true facts. 

Looking back again to the tabulation 
it is seen that by the old form of report 
net operating income is $13.50 or a 
rate of return of 44 per cent on $300 
capital. In the suggested form net op- 
erating income of $12.30 gives 4.1 per 
cent as the rate of return. The change 
in accounting might be attractive to 
regulatory bodies and utilities alike 
who prefer the reported rate of return 
to appear at the lowest level possible. 

It has always been the accounting re- 
sult that every time corporation execu- 
tives make a decision to spend an addi- 
tional sum for wages or bonuses or ad- 
vertising or whatnot, only the net ef- 
fect (the additional sum less the in- 
come tax reduction resulting from the 
spending of it) of the expenditure goes 
to increase total operating expenses. An 
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accounting provision that only the net 
cost of interest shall appear in the fi- 
nancial section of income statements is 
merely extending the application of this 
principle on a consistent basis. 


oe systems of utility accounts 

generally provide that income tax 
expense account shall be charged with 
all income taxes accrued, no more and 
no less. A tax-inflation example of 
what this rule leads to is found in the 
case of the sale of a capital asset at a 
profit. The entire profit is credited to 
surplus and the income tax liability re- 
sulting from the realization of the 
profit is charged to income tax expense 
account. 

I see such an income tax item as 
more properly chargeable to surplus 
to offset the profit that occasioned it. 

It is argued by some that, since the 
existence of a reduction in taxes is de- 
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pendent not only upon having a tax 
deductible expense, loss, interest, etc., 
but is equally dependent on the exist- 
ence of taxable income to offset the de- 
duction, some way might as logically 
be devised to let revenues share the 
benefit of the reduction in taxes as to 
have the entire reduction allocated to 
the deduction. There is no end to the 
accounting refinements that could be 
suggested ; the question is where to call 
a halt to them. A corporation would 
not exist without revenues. Revenues, 
in the first instance, are all subject to 
income tax. It is the coming into being 
of deductible items for figuring tax- 
able income that creates tax reductions. 
The deductible items are the proximate 
cause of the tax reduction and as such 
would seem entitled to have allocated 
to them the entire tax reduction. 


5 B- income statement of a public 
utility which can be used for rate 
regulatory purposes with a minimum 
of adjustment is best suited to the pur- 
pose. The interest of the investor in a 
public utility income statement is large. 
ly because of the light it throws on 
prospective earnings. Rate regulation 
and prospective earnings are comple. 
mentary factors. 

An income statement set up to re- 
flect the income tax effect of surplus 
items and having the income tax effect 
of interest expense allocated to that 
item is usable for rate regulatory and 
investment purposes alike with less ad- 
justment than one not so constructed. 

It will be a blow to accounting prog- 
ress if the final word on allocation of 
income taxes among the accounts has 
been spoken. 





The Passing of Price Controls 


€¢ YT is our earnest hope that if all goes well during the next 
ear the danger of a severe inflation will have passed by 
the middle of 1947. In the meantime controls should be gradually 
removed wherever and whenever it is safe to do so. By June 30, 
1947, only rent controls and some last remnants of price control 
in a few tsolated fields will remain. When that time comes we 
will have the deep satisfaction of knowing that we have come out 
of the war period with a firm foundation on which to build the 
full production, full employment economy which we all agree 
our country can and must achieve-—Excerpt from annual 
report of OPA to the President, April 8, 1946. 
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Government Utility 
Happenings 


State Law Compliance by FPC 
Licensee Unnecessary 


y a 6-to-1 decision, the U. S. Su- 

preme Court upheld the authority of 
the Federal Power Commission to issue 
a hydroelectric license to a codperative 
in the absence of evidence that the latter 
had complied with state law pursuant to 
§9(b) of the Federal Power Act. The 
court’s decision by Justice Burton at the 
same time reversed the FPC, as well as 
the lower Federal court, because the for- 
mer had refused to issue the license in 
view of a claim by the state of Iowa that 
the petitioning codperative—First Iowa 
Hydro-Electric Codperative—had failed 
to show satisfactory compliance with the 
laws of the state of Iowa. Only Justice 
Frankfurter dissented from the court’s 
opinion that it was the duty of the FPC 
to determine whether or not the codpera- 
tive had actually complied with any bind- 
ing state law on its own activities, in- 
stead of dismissing the petition because 
no evidence of such compliance with 
state law was submitted. 


The court’s decision does not neces- 
sarily mean that the FPC will issue the 
license to the codperative to build the 
proposed $14,600,000 dam on the Cedar 
river near Moscow, Iowa. It does mean 
that the case must now go back for FPC 
determination on two points: (1) 
whether the co-op is actually in the clear 
with respect to compliance with binding 
state regulation; (2) whether a license 
is warranted on the merits of the project. 
The Burton opinion pointed out that a 
1939 state law requiring a state permit 
for such hydro development had been 
superseded by the Federal Power Act— 
since otherwise the state could exercise 
a veto power over a Federal project. 
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_— Frankfurter’s dissent pointed 
out, however, that before the FPC 
could decide whether a petitioner was 
complying with binding state require- 
ments, it would have to determine “what 
the state law requires,” and that a proper 
safeguard of state interest would be to 
allow a state to make a proper deter- 
mination of such a question, especially 
in cases (as here) where the state itself 
opposed the licensing of the hydroelec- 
tric project. 

The majority opinion, however, con- 
strues § 9(b) of the Federal Power Act 
as not of itself requiring compliance with 
state law—but merely a “suggestion to 
the FPC of subjects as to which the com- 
mission may wish some proof submitted 
to it of the applicant’s progress” (in com- 
plying with applicable state laws, if 
any). (For further legal analysis see 
page 719.) 

* 


PUD’s Win First Round ° 
In State Courts 


HE Washington State Superior 
Court of Skagit county has ruled 
in favor of the plans of Skagit County 
Public Utility District to assume respon- 
sibility for the proposed $135,000,000 
bond issue to purchase properties of 
Puget Sound Power & Light Company 
on behalf of a pool of 15 state public util- 
ity districts. The city of Seattle may take 
a leading part in appealing the decision 
to higher courts. The decision of Judge 
W. L. Brickey came somewhat earlier 
than expected—immediately upon the 
conclusion of arguments by opposing 
counsel. 
The suit to test the legality of the 
deal took the form of a “mandamus” 
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to order the sec of the Skagit 
County District to sign the $135,000, 
bond issue—an action which he refused 
to take until approved by the courts. 

The Weyerhaeuser Lumber Company 
contested the right of the Skagit County 
PUD to purchase and operate properties 
throughout the western part of the state 
without additional legislation. A serious 
argument also was made on the legality 
of Skagit county attempting to under- 
write prospective capital gains tax in- 
cluded in the proposed transactions. The 
court’s opinion, rendered from the bench, 
did not go into the merits of the issue or 
refer to the fact that King county and 
Seattle voters have twice rejected similar 
PUD proposals and also cast a heavy 
vote against statewide referendum in 
1944, which would have authorized a 
somewhat similar PUD setup by statu- 
tory authority, Counsel for the city of 
Seattle appeared as friend of the court, 
but the position of the ~~ powerful 
light bureau is reported to be critical of 
the proposed deal. 


+ 
Denver Post TVA Series 


HE Denver (Colorado) Post has re- 

cently been carrying a series of arti- 
cles on the Tennessee Valley Authority 
by L. A. Chapin, Denver Post staff 
writer, who has made a tour of the Ten- 
nessee valley for that purpose. Am 
other interesting items which Mr. Cha- 
pin develops in his effort to present a dis- 
interested picture of the TVA, as seen 
today from various local angles, was an 
interview in Memphis, Tennessee, on 
April 25th with Roane Waring. 

A few years ago, Colonel Waring at- 
tained nation-wide prominence as na- 
tional commander of the American 
Legion. He is prominent in the affairs of 
Memphis, where he is general counsel 
for the Memphis Street Railway Com- 

y. Colonel Waring’s reaction to 

A is noteworthy because of its appar- 
ent objectivity — favoring some aspects 
and rejecting others. For example, he 
believes that TVA is government pater- 
nalism, and that cheap TVA power is 
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possible only because of taxpayers’ “sub. 
sidies to the TVA.” But he said that, “on 
the whole, TVA has worked out pretty 
well.” Mr. Chapin’s interview contains 
the following provocative passage: 


The —y business, of eg | was not 
without its faults back before T oF ang 
ably no business is entirely free of 
The utility business had holding companies 
and some water in its stock, of course, 

Where the utilities made their mistake, in 
my estimation, was in failing to recognize 
the changes of the times. listened to 
high-priced lawyers who told them they 
could get the courts to roy Bes They 
didn’t realize the then New 1 had taken 
over the courts. 

The utility companies still would be in 
business today, buying TVA power and dis. 
tributing it—at least some of them would 
be—if they had realized that times had 


Now they are out of business in the main, 
although the Memphis Power & Light Com. 
pany retained its generating 7 and still 
— it—selling power to TVA to some 
exten 

Back when the utilities were fighting 
TVA, the TVA already had built a lot of 
dams. I'll never forget what a friend of 
mine said to me at that time. He said, 
“Roane, those dams are concrete.” 

Of course, what he meant was that they 
were existed. Millions had been 
spent on them. Nothing could make them 
disa r. Someone was bound to get the 
results of that cheap power. The utility 
companies found out what the results were 
as far as they were con 


M:: CHAPIN quotes Colonel Waring 
as believing that TVA distributes 
a lot of “hooey propaganda,” and added: 


They meddle in anything that they think 
will ae them publicity, but they are gen- 
a 


erating a lot of cheap power. 

It is cheap because it is subsidized. The 
taxpayers of the whole country help pay for 
it, so, of course, the monthly bills are 

But TVA is a lot of things beside power. 
You don’t see it here in Memphis because 
we are not in Tennessee valley. Only 
the power program affects us. 

But over in the valley itself there is going 

os Se wae Ses 
. Those dams are well built. How much 

ill be affected by silt remains to be 

n, but there is no doubt they were well 
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the Army Engineers to operate and there 
is no charge for going through. 
I have a cruiser on the Mississippi 
and I’m going over there to the TVA 1 
this summer. A lot of other people will go 
too. 
If you want to raise cattle the TVA, 
thro county extension services, will help 
you. It is a sort of paternalism all right. 
But on the whole it hasn’t worked out 
too badly. 


Mr. Chapin’s article says that Mem- 
phis is looking to the future with confi- 
dence. The government already has 
started work on a new vehicular bridge 
across the Mississippi to link Memphis 
with Arkansas. 


R's now, however, Memphis is 
banking principally on its proposed 
$18,000,000 Mississippi chute project to 
bring more population and prosperity. 
Plans of Army Engineers for the project 
have gone to Washington for approval. 

As originated by Major General Max 
C. Tyler, retiring president of the Mis- 
sissippi River Commission, the project 
will provide a deep, sheltered harbor for 
Memphis, and by improving harbor fa- 
cilities will provide the city with 9,000 
additional acres of water-front indus- 
trial sites. 

Porter Grace, vigorous young head of 
the industrial progress division of the 
Memphis Chamber of Commerce, said 
the International Harvester Company 
has obtained one of the last available wa- 
ter-side sites in Memphis and is spend- 
ing $6,000,000 erecting a plant to manu- 
facture cotton-picking machinery and 
other implements. 

The site includes 278 acres. The plant 
will be completed in 300 days and will 
-—e 3,800 persons, Grace has been 
told. 

Grace claims that, by using water haul- 
age, International Harvester expects to 
save $1.60 a ton on approximately 100,- 
000 tons of water transportation the first 


Grace also estimates that 26 new man- 


ufacturing firms were established in 
Memphis in 1945 and 15 more in 1946— 
to date. He admits, however, that cheap 
electric power is probably not the deter- 
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mining factor in bringing the new indus- 
tries to the Memphis area. Chapin quotes 
Grace on this point as follows: 

Cheap electric power is one factor in bring- 
ing new industry to Memphis. It has not 
which I have h transpo 
is more important. Except in certain indus- 
tries, such as the manufacturing of chem- 
— power costs are not a rmining 
actor. 


| lp rege by Chapin indicated that 
only one private utility distributing 
com: remains in western Tennessee. 
It is the Bells Light & Water — 
which serves the small towns of Bel 
and Alamo. 

From what Memphis le say, that 
company, which now buys A power 
and distributes it at rates prescribed by 
TVA, has stayed in business largely be- 
cause of the regard of the local — 
for the owner of the system, rge 
Lewis, who also is a banker and cotton- 
gin operator. 

The people of Bells and Alamo voted 
against taking over the Bells Company 
from Lewis. As a result, the Bells Com- 
pany is one of only three small utility 
companies in the entire state which dis- 
tributes TVA power. 


* 
CIO Government Workers’ 


Union Goes Pro-Russian 


HE Washington, D. C., local of the 

United Public Workers of Amer- 
ica has adopted the pro-Communist for- 
eign policy resolution sponsored —— 
national CIO union at its recent Atlantic 
City convention. This union includes 
employees of Federal, state, county, and 
municipal governments—including some 
others engaged in publicly owned utility 
enterprises. The position of the United 
Public Workers Union differs diametri- 
cally in this respect from the position re- 
cently taken by the CIO Utility Workers 
of America—a national organization of 
employees of business- utility 
companies organized by the CIO group. 
The latter, upon coming into newly con- 
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solidated existence early in April, had 
barred Communists from even holding 
membership. This is provided in a 
clause in the Utility Workers Union con- 
stitution, which requires the expulsion 
of any member who joins the “Commu- 
nist, Nazi,or Fascist parties,” and prohib- 
its such people from holding office in the 
union. Barring membership to a Com- 
munist is the most extreme rightest step 
taken by any national CIO union, some 
of which, however, had previously 
barred Communists from holding union 
office. 

The newly consolidated United Public 
Workers of America, however, at its 
subsequent Atlantic City convention, fol- 
lowed an opposite course. It adopted a 
proposed constitution which leaves open 
the door to strikes against city, county, 
state, and Federal governments. The 
union, which embraces all types of-gov- 
ernment workers, including some in util- 
ity lines, also unanimously endorsed res- 
olutions urging the United States: (1) 
to be more friendly with Russia; (2) to 
cease unfriendly attitudes towards Rus- 
sia; (3) withdrawal of American troops 
from nonenemy countries; and (4) call 
another Big Three meeting. It shouted 
down resolutions of condemnation 
against Communists, Fascists, and other 
un-American elements. 


HE District of Columbia, Local 
Number 1, numbering about 3,000 
members of the UPWA, in about 30 
Federal government agencies, rejected 
by a voice vote a motion to censure the 
Atlantic City convention for the resolu- 
tion which condemned all nations oc- 
cupying foreign countries except Russia. 
Robert Reynolds, chairman of the U. 
S. Civil Service Commission branch of 
the District of Columbia, led a losing 
fight against the resolution. “There is a 
Communist party,” Mr. Reynolds said. 
“It has a policy. Its policy is to advance 
the interests of Russia and bring about 
revolution. 
“This is a Communist party-line reso- 
lution.” 
When Mr. Reynolds proposed that the 
Atlantic City convention be censured, 
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District of Columbia Local President 
Henry Daniels of Agriculture ruled him 
out of order on the ground that the local 
had previously adopted an identical res- 
olution itself. Mr. Reynolds appealed 
the ruling but on a voice vote of the 270 
present was overwhelmed. 

“Not more than about a dozen sup- 
ported me,” he said. Mr. Reynolds told 
the local that the new UPWA is “po- 
tentially the best government union—but 
it needs to be cleansed of Communist 
influence.” 

“Communism,” he said, “has no place 
in a government union.” 

He invited those who shared his views 
to meet him after the meeting, but only 
five persons approached him, he said, 
and two of these wanted to argue for the 
resolution. 


* 


Municipal Plants Lose Twice 


n Clearwater, Florida, on April 9th, 
by a vote of 7 to 1, a new 30-year 
franchise was voted to the Florida 
Power Corporation, already serving this 
community. The utility conducted an 
open and energetic campaign. Unofficial 
figures, 1,840 for renewal as against 260, 
indicate one of the most lopsided defeats 
for municipal ownership anywhere in 
recent years. 
In Sterling, Colorado, a proposal to ac- 
quire facilities for municipal electric 
service was voted down 2 to 1. 


¥ 
Public Ownership Initiative 


AN initiative measure was recently re- 
ported being circulated in the state 
of Washington to obtain the necessary 
50,000 signatures of registered voters to 
place it on the ballot next November. It 
would require that any proposed acquisi- 
tion of an established electric utility by 
a public utility district be referred to the 
people for their approval or rejection. It 
would not, however, require bond issues 
for expanding or improving existing 
public power plants to be submitted to 
a vote. 
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72 case of Western Union Tele- 
graph Company for generally in- 
creased rates of approximately 10 per 
cent to raise an additional $19,000,000 
revenue a year for offsetting recent wage 
increases, opened up before the Federal 
Communications Commission on April 
29th. Three state commissioners were 
“sitting in” with three members of the 
FCC—following the codperative prac- 
tice established by the National Associa- 
tion of Railroad and Utilities Commis- 
sioners for handling such proceedings of 
interest to both state and Federal regula- 
tory authorities. FCC Commissioner 
Ray Wakefield was chairman, while 
Commissioners Paul A. Walker and 
Clifford J. Durr were the other two FCC 
members assigned. The three state com- 
missioners assigned were Donald Hack- 
ing of Utah, Matt L. McWhorter of 
Georgia, and Carroll L. Meins of Massa- 
chusetts. 

First witness for Western Union was 
Joseph L. Egan, president, who estimated 
that present gross revenue under pre- 
vailing rates will amount to $183,000,- 
000, leaving a deficit of some $19,000,- 
000 for the current year over and above 
operating expenses. 

Mr. Egan and Walter P. Marshall, 
Western Union treasurer, also developed 
the fact that the final act of the National 
War Labor Board last December 29th 
increased Western Union payrolls ap- 
proximately $23,500,000 a year, together 
with an award of some $31,000,000 to 
the workers in retroactive wage claims. 
Orla St. Clair, special counsel for West- 
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ern Union, called this situation a real 
emergency justifying the rate increase 
petition. 


T was developed that the OPA, 
through a letter by its general coun- 

sel, Richard H. Field, to the acting chair- 
man of the FCC, had recognized the 
emergency character of Western Union’s 
plight by declining to intervene in oppo- 
sition against the proposed rate increase 
(although Mr. Field’s letter stated that 
this was not in itself to be taken as an 
indication that OPA had approved the 
actual increase proposed). 

Examination of the company wit- 
nesses was expected to follow the testi- 
mony in chief—such examination begin- 
ning the week of May 6th. In addition 
to such examination as the FCC staff 
may develop, opposition to the com- 
pany’s proposal was expected from two 
intervening labor unions, the American 
Communication Association (CIO), 
represented by its general counsel, Vic- 
tor Rabinowitz, and Commercial Teleg- 
raphers’ Union (AFL), represented by 
its international vice president, Adolph 
Brungs. E. F. McNaughton, of the Cali- 
fornia Railroad Commission staff, and 
Frederick G. Hamley, general solicitor 
of the NARUC, were on hand to repre- 
sent the state commissions’ interests at 
the bar. FCC staff witnesses slated to 
testify were R. D. Jones, rate engineer; 
Dallas Smythe, economist; Robert E. 
Stromberg, rate accountant; and John 
Lambert, assistant tariff chief. 
Opposition to the proposed increase 
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was expected from the Treasury Depart- 
ment’s division of procurement, repre- 
sented by its attorney, David Kosh, al- 
though it was not definite whether the 
procurement division would actually 
send a witness to the stand. The Justice 
Department also was expected to regis- 
ter some opposition. Federal government 
opposition is centered chiefly on the pro- 
posed removal of preferences for gov- 
ernment telegraph messages. 


N addition to pleading for relief by 
way of rate increases, Western 
Union President Egan called for reduc- 
tion of the present excise tax of 25 per 
cent on telegrams which, he pointed out, 
is higher than the so-called luxury tax. 
Telegrams are not and should not be 
placed in the luxury class, he said, and 
certainly their use should not be penal- 
ized by prohibitive taxation even in ex- 
cess of luxury item taxes. 
The witness referred to the high pro- 


portion of payroll expenses which ab- 
sorb in excess of 75 per cent of all com- 


pany expenditures. Referring to the pos- 
sible alternative of government owner- 


ship, Egan recalled a public opinion sur- 
vey made several = ago which 


showed 76 per cent of the general public 
and 93 per cent of the businessmen of 
the nation opposed to such an arran 
ment. Mr. Egan likewise condemned the 
proposal for a government subsidy. 


* * * * 


N his recent annual report to stock- 
holders, Colonel Sosthenes Behn, 
sae of International Telephone & 
elegraph Company, made these inter- 
esting comments, in contrasting the tele- 
phone service-.rendered by private com- 
panies with that of nationalized systems: 


telephone system. We have 
frankly followed this splendid example in 
our activities, and, in a number of cases, 
our engineers have pioneered in important 
improvements. : 

L ent ownership 
and operation of public services have pre- 
vailed in many countries. Government op- 
erations in a few of these countries have 
met public demands; but in most cases the 
development by government : 
has inadequately met the demands of service, 
and, generally, has not extended plant to 
create demand. 

oo sage go conditions, we favor 
expansion of our operation activities, 
which implies the extension of American 
technique and practices, and increases the 
export of American equipment to many 
parts of the world where are turned to 
the United States for leadership. Tisis, to- 
day, is a responsibility and an obligation 
which should not be ignored. 
_ We are on the record, however, as believ- 
ing that the American international com- 
munications service should be integrated into 
one American enterprise. We believe it 
should be a private enterprise, subject to ap- 
propriate government regulation; this is 
a matter in which the lead must be taken by 
our government. 


HIS informed comment upon the 

shortcomings of telephone service 
encountered in foreign lands, where the 
operations are under government direc- 
tion will, no doubt, be a reminder to 
many a U. S. business traveler abroad of 
annoying personal experiences. Colonel 
Behn’s rich background of experience 
with all types of telephone service and 
organizations all over the world lends 
much authority to what he has to say on 
the subject. 

* * * * 


HE Southern Bell Telephone & 
Telegraph Company, which up to 
now has been furnishing telephone serv- 
ice through the Army, has been requested 
to assume full charge of telephone op- 
erations at Oak Ridge, Tennessee, the 
Army announced recently. 
The Army will discontinue its opera- 
tion and supervision of the system on a 
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date to be announced later after definite 
plans have been formulated by the tele- 
phone company, it was learned. The pro- 
gram is in line with the Army’s desire 
to have Oak Ridge function in the man- 
ner of a normal community and will re- 
lieve the government of certain subsidies 
attendant to present telephone service 
which can no longer be met in the pro- 

of more economical operations at 
Oak Ridge, a spokesman explained. 

Under the proposed plan, the transfer 
will be effective within the next few 
months, during which time details and 
arrangements will be worked out by 
Southern Bell Company for operating 
the entire system. Until formal an- 
nouncement is made of the transfer, all 
commercial transactions regarding tele- 
plione service at Oak Ridge will continue 
to be handled under arrangements now 
in effect. 

Among the advantages of the change- 
over will be an eventual expansion of 
telephone service to more Oak Ridge 
residents, but it was emphasized that this 
is contingent upon the ability of the com- 
pany to obtain necessary materials, of 
which there is a shortage all over the 
country at the present time. 

‘ Proposed plans for Southern Bell op- 
eration of an Oak Ridge exchange in- 
clude the establishment of a business 
office for the convenience of the public. 
Following Southern Bell’s assumption of 
operation of the system, all transactions 
with the company would be handled at 
this office, it was explained. 

W. D. Bales is the manager of South- 
ern Bell’s present Oak Ridge organiza- 
tion, which must be materially expanded 
under company operation of the system. 


he making the announcement, Colonel 
P. F. Kromer, chief of Central Fa- 
Gilities and Services Division, pointed 
out thatthe Army has operated the tele- 
phone exchange, as it has other functions 
of a like nature at Oak Ridge, since the 
> faa was created. Colonel Kromer 
said: 

~-Under the existing arrangements, the 


Southern Bell Company has furnished serv- 
ice to the Army which, through the Signal 
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Corps, operates the telephone system to sup-. 
ply its own requirements and recognized : 

usiness and residential service needs of key” 
personnel of the Clinton Engineer Works: 
Operation of the telephone system by the 
Army has included the handling of all com- 
mercial transactions such as applications for 
service, the rendering and collecting of bills, 
and other matters. 

Military necessity dictated this course of 
action, it being essential during the war. that 
the Army should exercise full control over 
all operations at the project, including its 
telephone system. Now that these restric- 
tions are no longer necessary, the Southern 
Bell Company has been asked to come into 
the community and operate the telephone 
system as it does the telephone system serv- 
ing other cities in Tennessee and throughott 
the Southeast. Under the proposed plan the 
Army will subscribe to the service to the 
extent required to fill its official needs. 

This is in keeping with the Army’s desire 
that Oak Ridge assume the functions of a 
normal community as quickly as practicable. 


Further information concerning. the 
transfer will be announced when final 
arrangements are completed, Colonel. 
Kromer stated. ’ 


x * * * 


MPROVEMENT of clear-channel radio 
service to the country by more equita-: 
ble allocation of existing facilities, and 
the removal of present restrictions on 
power when increases would enable large 
sections of rural America to hear more 
and better programs, were recommended 
by Mark Woods, president of the Amer- 
ican Broadcasting Company, at recent 
hearings before the Federal Communica- 
tions Commission. Mr. Woods said: 
FM, if properly developed by the broad- 
casting industry and by the FCC, can, in 
my opinion, be brought up to a point of 
public acceptance where eventually it can 
and should replace regional and. local AM 
(standard) stations serving urban areas. 
Present AM channels now devoted to local 
and regional frequencies then can become 
available for use as clear or semiclear chan- 
nels with which to further serve 
America with sky-wave service. 


Because the required interval “may be 
five, seven, or even ten years in length,” 
the witness recommended appraisal by 
the commission without delay of the use. 
made by each clear-channel station of the 
facilities operated by it on its assigned 
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channel to determine whether or not it 
is rendering the maximum in service. He 
said: 

As a result of such appraisal, in some 
eases fe taiay be Shand to bo te Oe oabee 
interest to place additional stations on clear- 
channel f: ies, while in others the 
clear-channel status may be maintained. 

If any clear-channel station is contributing 
to excessive duplication of Oy sy serv- 
ice, it should have its application for renewal 
of license examined with unusual care to 
determine whether the renewal applied for is 
really in the public interest. 

At the same time we recommend that the 
commission take affirmative action by the 
adoption of a regulation which would enable 
stations to enlarge the area served by them 
for going above the present ceiling of 50,000 
watts on power. 

. 7 * ~*~ 


RADIO facsimile machine no lar 
than a portable typewriter that 
“prints” a 4-column “newspaper” at the 
rate of 500 words a minute as well as pic- 
tures and advertisements, and does it 
with excellent clarity when linked with 
an ordinary FM receiver attuned to an 
FM facsimile program, received its first 
showing recently at the labora- 
tory of Radio Inventions, Inc., New 
York city. 

John V. L. Hogan, radio engineer, 
who demonstrated the apparatus, devel- 
oped during the war and recently 
brought to its present state through the 
codperation of 20 FM station owners of 
the country, said experiments for home 
reception would begin this year. 

Regular commercial programs, with 
program sponsors, he went on, will be 
‘attempted after experimentation with 
programs determines what programs 
people want.” 

e said the making of facsimile send- 
ing and receiving equipment with which 
to set up the experimental service was 
now oe ee by the General 
Electric pany. FM stations in the 
metropolitan area that codperated with 
Radio mre to — — to its 
present perfection, Mr. Hogan con- 
tinued, included WOXQ, FM outlet as- 
sociated with WQXR, owned The 


New York Times, and of which Mr. 
Hogan is president; WBAM, WOR FM 
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station; WABC FM, Columbia Broad- 
casting System FM station ; and WABF, 
recently purchased by Ira A. Hirsch. 
mann for Metropolitan Television. The 
entire group is known as Broadcasters 
Faximile Analysis. 


x* * * * 


ELEPHONE service between the 
United States and Sweden, sus- 
pended since December, 1941, was re- 
sumed on April 25th. The rate for a 
3-minute call between any two points in 
the two countries has been reduced to 
$12. This is less than half the prewar 
figure for a call from New York. 
Contact with Sweden is established 
over a short-wave radiotel circuit 
between New York and Oslo, and land 
wires from the Norwegian capital into 


Sweden. 

The Long Lines Department of the 
American Telephone and Telegraph 
Company operates the radio stations on 


this side of the Atlantic and on the other 
side they are operated by the Norwegian 
Department of Telecommunications. 


* * * * 


i= rates for overseas tel 

m between the United States 
and Eire e effective April 18th, 
when the charge for a 3-minute conver- 
sation between any two cities in the two 
nations was reduced to $12. The previ- 
ous rate was $21.75 for a call between 
Eire and New York, and higher for 
points further west. At the same time the 
service was resumed for public calling on 
a full peacetime basis. 


x* * * * 


HE next three years will see the in- 

stallation of 25,000 or more mobile 
units in perhaps 100 cities of the United 
States which will send and receive calls 
through telephone company operated mo- 
bile radiotelephone systems, Eustace L. 
Florance, New York, assistant vice presi- 
dent of the American Telephone and 
Telegraph Company, predicted at the an- 
nual 2-day convention of the Indiana 
Telephone Association held in Indianap- 
olis May Ist and 2nd. 
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Financial News 


and 
Comment 


By OWEN ELY 


Two New Utility Operating 
Company Stocks 


Ta public recently was offered two 
new utility operating company com- 
mon stocks—Scranton Electric and Pub- 
lic Service Company of New Hampshire. 

Scranton Electric was sold May |st by 
American Gas & Electric, sole owner of 
the common stock. One million, two hun- 
dred and fourteen thousand shares ($5 
par) were offered by a syndicate headed 
by Mellon Securities and Smith, Barney 
at $22.50, the net proceeds (after allow- 
ing an underwriting discount of $1.18 per 
share) amounting to $25,881,266. Earn- 


ings and dividends on the stock for the 

past five years have been as follows: 
Paid 
$1.01 


1.03 
93 


82 
95 


These earnings figures were not ad- 
justed to a pro forma basis. The com- 
pany’s bond issue was reduced nearly 
one-third from cash on hand in 1942, and 
the $6 preferred stock was refunded by 
a 3.35 per cent issue simultaneously with 
the common stock offering. Earnings for 
1945 adjusted for the reduction in pre- 
ferred dividends would have amounted to 
about $1.14 a share on the common stock; 
and, adjusted to the new tax law, the 
amount would be increased to $1.25. Us- 
ing the latter figure, the stock was of- 
fered at about 18 times earnings. Based 
on the indicated $1 dividend rate (an ini- 
tial quarterly dividend of 25 cents is ex- 
pected to be paid about August Ist), the 
stock yields nearly 4.50 per cent. This 
yield is somewhat on the high side as 
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compared with present yields for =o 
grade utility operating company s . 
Scranton Electric has an excellent ca: 

ital structure—funded debt is about 
per cent, preferred stock 32 per cent, and 
common stock equity 40 per cent. Plant 
account was reduced about $6,355,000 in 
1944, book value being reduced to orig- 
inal cost “when first devoted to public 
service.” A remarkable fact is that the 
depreciation reserve amounts to some 52 
per cent of plant account. This is due 
in part to the fact that American Gas & 
Electric has used the straight-line accrual 
method for its subsidiaries. 


NOTHER reason is that one of the two 
main generating stations was very 
heavily written down some years ago, be- 
cause at that time the management was 
concerned over the possibility of a cave- 
in because of the fact that mining opera- 
tions had been conducted under this area. 
However, Scranton Electric purchased 
the coal under its property, mining was 
discontinued, and a large amount of 
ashes was flushed into the caverns to re- 
duce the hazard. Engineers have certified 
that the foundation is in no danger, and 
there appears to be no evidence of settling 
in the building itself. 

Considering the very favorable statis- 
tical setup, the stock might have been ex- 
pected to retail on a 4} per cent or even 
a 4 per cent basis had it not been for (1) 
the high proportion of earnings paid out 
in dividends, and (2) the rather drab 
history of the Scranton area. The city 
is the center of the anthracite mini 
region and, as is well known, the hard 
industry has been on the decline, more 
or less, since the famous strike of 1926, 
Residential consumption of coal has been 
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hard hit by competition from oil, and nat- 
ural gas has been used on an increasing 
scale by industrial companies and for ad- 
mixture with manufactured gas (or as 
a‘substitute). 

The city’ of Scranton has, however, 
waged a-game battle against loss of the 
coal business. The chamber of commerce 
in recent years has gone into high gear 
with a promotional campaign to bring 
new industries to this area, and the pro- 
gtam has met with considerable success. 
Thus the value of coal mined in Lacka- 
wanna county in 1943 represented only 
one-third of the $145,600,000 value of 
all products produced in the county. Back 
in 1926 coal miners represented 70 per 
cent of the total industrial employment, 
while the figure has now dropped to less 
than 24 per cent. 


OREOVER, the company’s sale of elec- 
tricity to the mines has not fallen 
off in the same ratio as mining opera- 
tions, for many mines formerly generated 
their own power but now buy from the 
company ; also, the mines have been in- 
creasingly mechanized. Thus, since 1935, 
the-annual revenue from mining cus- 
tomers was actually increased about 47 
per cent. (Some of this gain is, of course, 
because of the differing levels of business 
activity in the two years.) In 1945 the 
company’s revenues were 33 per cent res- 
idential, 28 per cent coal mining, 164 per 
cent other industries, 144 per cent com- 
mercial, and 8 per cent municipal and 
miscellaneous. 

A novel feature of the chamber of 
commerce program is the raising of 
special funds among local businessmen 
(totaling $1,700,000 recently) to buy or 
construct factory buildings in order to 
attract new business. During the war 
Murray Corporation produced munitions 
in a government-built $7,000,000 factory. 
The chamber’s lucal company bought this 
building from the government and in- 
vited Murray to lease the building ; Mur- 
ray will now make stoves, sinks, kitchen 
cabinets, and household appliances. Sev- 
eral smaller factories have been con- 
structed and leased to other industries. 

Public Service Company of New 
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Hampshire is a subsidiary of New Eng- 
land Public Service Company. The cur- 
rent financing includes elimination of $2,- 
000,000 serial notes, refunding of the $6 
and $5 preferred stocks by a smaller 3.35 
per cent issue, changing of the common 
stock from no par to $10 par, and the of- 
fering of $5,000,000 new common stock 
in order to provide necessary funds, 


ip 1945, according to the pro forma in- 
come statement in the bidding pros- 
pectus, the company earned $1,436,589 
after allowance for the new preferred 
stock dividend requirements. To this 
could be added the tax savings whieh 
would have been available under the new 
law—amounting to about $634,000— 
making total earnings about $2,070,000, 
or nearly $3 a share on the number of 
common shares to be outstanding on 
completion of the current financing. The 
management has indicated its intention to 
pay a common dividend on or about June 
lst of approximately $270,000, or some 
39 cents a share, making the indicated 
annual rate $1.56. 

The winning bid for the common stock 
was submitted by a group headed by 
Kidder, Peabody & Co., which offered 
$5,000,000 for 133,142 shares of com- 
mon stock, or about $37.55 a share. At 
this writing the stock has not yet been 
publicly offered but, subject to SEC 
clearance, the retail price is expected to 
be $39 a share. Assuming that this is 
the correct price, the yield works out at 
4 per cent and the price-earnings ratio 
on a tax-adjusted pro forma basis is 
about 13 times. Two other bids were 
submitted at $35.22 and $33.79, respec- 
tively. Assuming the same underwriting 
commission of about 14 points, these bids 
would have indicated retail yields of 
about 4.25 per cent and 4.43 per cent, re- 
spectively. 

In making its winning bid, Kidder, 
Peabody & Co. probably took into ac- 
count the following factors : Rates appear 
to be reasonably low as compared with 
neighboring companies, and _ relations 
with the state commission are reported to 
be good. The capital structure after con- 
summation of the new financing is about 
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48 per cent bonded debt, 24 per cent pre- 
ferred stock, and 28 per cent common 
equity, based on original plant cost. Local 
industry is said to be well diversified, 
with fair growth possibilities and bene- 
fits to be derived from improving tour- 
ist business. A wage increase of about 
10 per cent has been allowed (negotia- 
tions. with transit employees are still in 
progress), and labor relations are said 
to be satisfactory. 


HE major part of the wage increase 

was reflected only in the latter half 
of 1945. Also a rate cut was instituted 
March 1, 1946, amounting to $340,000 
annually. Despite the increased wages 
and the rate cut, however, the balance 
after charges for the month of March (as 
reported by Moody’s Investors Service) 
was $206,766 compared with $158,607 
last year. 

In considering 1945-6 earnings, allow- 
ance must be made for the fact that the 
company has been favored by excellent 
water conditions for its hydroelectric 
operations. It is estimated that, in a year 
of low water supply, net earnings might 
decline about 10 per cent as compared 
with a year like 1945. 

A possible factor in the bidding is the 


conservative nature of the initial div- 
idend rate, which amounts to only a little 
over half the estimated current earnings. 
It would seem reasonable fo expect that 
the rate will be stepped up (perhaps by 
payment of extras) if earnings continué 
to run at the current rate. 

It would seem logical to expect that 
perhaps two-thirds or three-quarters of 
the earnings might be paid out in divi- 
dends, which would eventually afford a 
more generous yield. 


* 


Wall Street Analyses of 
Utility Securities 


OSEPHTHAL & Co. thinks that the new 
North American Company plan 
“touches on such controversial points 
that it is unlikely to be consummated 
without lengthy legal proceedings. 
While it indicates an ultimate potential 
value of around 45 for North American 
common stock, we feel that the present 
market price of 36} gives a fairly full 
value to the stock’s immediate prospects.” 
Freeman & Co. has prepared a study 
of Queens Borough Gas & Electric 
preferred stock, which has total claims 
of about 150 and “probable worth of 
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TRANSIT COMPANY STOCKS 


Where Price 
Traded About 


‘Baltimore Transit 

Los Angeles Transit 

Rochester Transit 

Syracuse Transit 

Twin City Rapid Transit ...S 
Kansas City Pub. Serv. ..... O 
Third Avenue Transit Ss 
St. Louis Pub. Serv. “A” ...O 
Eastern Mass. St. Ry. ...... O 
Capital Transit O 
Phila. Transportation 
Duluth-Superior Transit .. 
Cincinnati St. Ry. .......... Oo 
National City Lines* Cc 
Chic: So. Shore & So. Bend .O 


Recent Share Earn. Price-earn. Div. 
12 Mos. 


Yield 
About 


2.1% 
91 
67 
43 
42 
53 
89 
78 
23 
75 


Amount Ratio Rate 


Dec. (d) 
$1.16E 
46 

2.61 
3.27 
1.05E 


D3.32 
1.68 


10.4 
23.8 
11.4 
6.8 
6.7 


14.4 
(a) 
15.2 
8.2 
26.5 
11.7 
16.5 
8.2 


io) 
“N 
N 


Dec. 
Dec. 
Dec. 
Dec. 


rN mt ee 
RVLSS= 


‘ S—Stock Exchange. C—Curb. O—Over counter or out-of-town exchanges. NA—Not 
available. D—Deficit. E—Estimated. *Holding company controlling a number of bus lines 
over separate local. systems. (a) Arrears on preferred stocks. (b) Seven per cent preferred 
stock (with arrears of $51.14) redeemed April 20th; regular dividends paid on new prior 
Preferred stock. (c) Full interest not paid on income bonds. (d) Six dollars and sixty- 
eight cents earned per share on $5 preferred stock on which there are arrears of about $44. 
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115” under the treatment accorded in the 
Long Island Lighting Company plan. 

Ira Haupt & Co. has published an 
analysis of Middle West Corporation, 
estimating the potential workout value at 
$37 to $40 a share. It divides the port- 
folio into three sections: (1) items likely 
to be distributed, (2) those likely to be 
sold, and (3) those likely to be retained. 
Respective values for each group are esti- 
mated at $17.80, $6.70, and $12.70 to 
$15.70. 

Goldman, Sachs & Co. has prepared a 
memorandum on Midland Utilities, Mid- 
land Realization, and Northern Indiana 
Public Service. Purchase of the Midland 
stocks, according to this study, is in ef- 
fect a purchase of Northern Indiana at 
about 14 times latest reported earnings 
and 10} times indicated potential earn- 
ings of $1.75. 

Eastman, Dillon & Co. has published 
and advertised a brief analysis of the St. 
Lawrence waterway project, based on a 
recent Federal Power Commission re- 
port to a Senate subcommittee. The pow- 
er development would provide 6,300,- 
000,000 kilowatt hours per annum to 
New York state at a plant cost of about 
$98,000,000. (Because of the constant 
flow of the St. Lawrence, no stand-by 


steam plant would be necessary.) The, 


cost of such power delivered to New 
York city is estimated at only 2.51 mills 
per kilowatt hour compared with steam- 
plant cost at Waterside station of 7.35 
mills. The study concludes: 


If the St. Lawrence project becomes a 
reality, an opportunity will be offered for the 

ivately owned electric utilities to obtain 
low-cost power. This power should have a 
ready market in the region to satisfy postwar 
demands of industrial and domestic con- 
sumers. Should the privately owned utilities 
obtain this St. Lawrence power, the value of 
the interests of investors in private utilities in 
the northeastern United States might well be 
enhanced rather than decreased. 


6 i conclusions seem a little hasty 
until critical analysis of the FPC 
n the past, some 
of the commission’s statistical forecasts 
have proved erroneous. Several years 
ago private engineers claimed that steam 


estimates is possible. 
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power could be produced more cheaply 
than St. Lawrence power. 

Goodbody & Co.’s monthly market 
letter of April 19th discusses the subject, 
“Utility Holding Company Shares Pos. 
sessing Higher Workout Values and 
Growth Prospects.” 

Baker, Weeks & Harden in its re 
search department bulletin of May 3rd 
discusses Pacific Gas and Electric com- 
mon, currently around 44}. It points out 
that, in addition to earnings of $2.16 last 
year, the company paid excess profits 
taxes equal to $3.78 a share. Rate reduc. 
tions negotiated with the California Rail- 
road Commission had been less drastic 
than feared, amounting to about $6,810; 
000 on an annual basis (about equally di- 
vided between the electric and serv- 
ices), which would be a little less than 
half the pager tax savings. _ the 
com ’s refunding savings, which to- 
taled $2,250,000, were only partly re 
flected in last year’s income account. The 
company’s balance sheet position is 
strong, the depreciation and amortization 
reserve equaling nearly 24 per cent of 
plant account, while capitalization is 46 
per cent funded debt, 22 per cent pre- 
ferred stock, and 32 per cent common 
stock equity. Electric rates are low and 
usage is above the national average. The 
current yield of 44 per cent on the com- 
mon stock compares with rates of 3.2 per 
cent to 4.2 per cent for other high-grade 
issues. 

In an earlier bulletin Baker, Weeks & 
Harden had revised its estimate of the 
liquidating value of Electric Power & 
Light common upwards to around $42- 
$50, based on the prevailing market price 
of United Gas around $20. However, it 
was assumed it would be unnecessary to 
give preferred holders the entire amount 
of redemption price and arrears. 


fh recent trend, however, has been 
to satisfy senior stockholders in full, 
in order to avoid litigation; and in the 
Northern States Power Case it is pro 
posed to give a 10 per cent bonus if stock- 
holders will accept stock instead of cash. 
Apparently, the same trend is indicated 
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inthe present case, for on May 2nd Elec- 
tric Power & Light Company announced 
tht it would file an amendment to its 
gneral plan, proposing to offer 11 
gares in exchange for each share of its 

and 10 shares for each 


Since the $7 preferred is only entitled 
to about $200 and the $6 preferred to 
$187, it is obvious that at a price of 20 
there would be a substantial bonus over 
these amounts. However, only a rela- 
tively small percentage of United Gas is 
outstanding (about 95 per cent is held 
by Electric Power & Light) and the stock 
has now declined to 183 (possibly on the 
basis of semiarbitrage trading), which 
price would just about equal the pre- 
ferred claims. Electric Power & Light’s 
$7 stock is currently quoted at 173 and the 
$6at 159. Failure of these stocks to dis- 
count the plan may be because of a later 
announcement that Electric Bond and 
Share opposes the Electric Power & Light 
plan and will promptly file another plan 
to provide fairer treatment. 


* 


Straight-line Depreciation 
Reserve Again an Issue 


OMETIME ago Consolidated Edison of 
New York advised its stockholders 
that it was considering a broad refunding 
program for practically all its noncallable 
funded debt, as well as for the big issue 
of 5 per cent preferred stock, and there 
has been some conjecture in banking 
quarters regarding the delays in this am- 
bitious program. Last summer the com- 
pany got its merger proposal through the 
New York Public Service Commission 
with only moderate delays, yielding a rate 
cut as the necessary concession. 

_It now appears that the state commis- 
sion may demand another “pound of 
flesh” for approving the refunding pro- 
gram. A decade or so ago the question of 
depreciation accounting was a perennial 
issue between Consolidated Edison and 
Albany—the company held that its retire- 
ments policy was the oo way to ac- 
crue a plant reserve. It was finally com- 
Pelled to revise its ideas and initiate reg- 
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ular depreciation accruals. While the re- 
serve is increasing, it is still only about 
14 per cent of plant account and remains 
well below the amount required to meet 
Chairman Maltbie’s ideas of retroactive 
straight-line depreciation (understood to 
have been substantially enforced in the 
Niagara Hudson Case). 

A proposed small refunding for 
Yonkers Electric Light & Power bonds 
(guaranteed by Consolidated Edison) 
appears to be a “guinea pig” for the larg- 
er Edison refunding program. An expert 
witness put on the stand by the state com- 
mission at the recent hearings testified 
that the company’s reserve should be in- 
creased substantially, which would permit 
reducing the current depreciation accrual. 
Presumably the same arguments will be 
presented later with respect to the Con- 
solidated Edison figures. 


¥ 


Progress with the Heat Pump 


W: have had occasion in this depart- 
ment to comment on the possibili- 
ties for electric house heating, which if 
realized might prove a tremendously 
profitable field for expansion of load. Be- 
cause of the high cost of distributing cur- 
rent, however, this is only currently 
feasible in certain areas where Federal 
hydro power is available at low cost and 
where climatic conditions are favorable. 
In other sections, the only apparent solu- 
tion lies in the development of the heat 
pump. ; 

Philip Sporn, executive vice president 
of American Gas & Electric Service Cor- 
poration, recently presented a paper on 
“Heat Pump Report and Program” be- 
fore the annual conference of the South- 
eastern Electric Exchange, which was re- 
printed in full in the Electrical World of 
April 27th. He described research efforts 
being made by the Pacific Coast Elec- 
trical Association, Inc., Commonwealth 
Edison Company, the Southeastern Elec- 
tric Exchange, American Gas & Electric, 
etc. Ohio Power Company is installing 
a 15-horsepower heat pump using air as 
the heat source, in combination with an 
off-peak heating and cooling storage tank. 
MAY 23, 1946 
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Muncie Gear Works of Indiana and 
Drayer & Hansen Company of Los 
Angeles have brought out small heat 
pump units. 

Mr. Sporn feels that results to date 
warrant a promotional program on a 
much broader scale, but it will be neces- 
sary for utilities and industrial com- 
panies to codperate in the development 
program, since present available equip- 
ment is not suitable for promotional use 
by the utilities. American Gas has sent to 
11. manufacturers and 50 utility com- 
panies a tentative set of specifications, 
covering the design of a self-contained 
heat pump air-conditioning unit, with the 
idea of producing 1,000 such units for 
practical tests. The industrial and utility 
companies will be asked for comments in 


order to revise these working specifica. 
tions. Qualities desired in the final prod. 
uct are reliability, operating 

reasonable first cost, low maintenane 
cost, compactness, and neat appearance, 


R. Sporn thinks that this program 
may require two years or more, 
The most practical immediate use would 
not be for house heating, but for 4 
domestic hot water heat pump. He thinks 
that such a pump (with a 50-gallon-unit 
storing water at 130 degrees Fahrenheit) 
would use only one-half or one-fourth 
as much electricity as an_ electrical 
resistance water heater, and would be 
reasonable in cost, and have negligible 
maintenance cost. Specifications for such 
a pump are now being developed. 
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Rule of Law Usurped by Federal 
Agencies? 


I" the spring number of American Af- 
fairs, a quarterly of opinion pub- 
lished by the National Industrial Con- 
ference Board, appears an article— 
“What Is Happening to the Law”—by 
Dr. Roscoe Pound, former dean of the 
Harvard Law School, in which the view 
that “law is whatever is done officially” 
is challenged. 

This article was reviewed in some de- 
tail in the April 24th issue of the New 
York Journal of Commerce. It is most 
timely, and the comments of Dr. Pound 
are a distinct contribution to this im- 
portant question. In the review referred 
to it states that this eminent authority on 
the law suggests that immediate and ef- 
fective checks be placed on the “admin- 
istrative absolutism” of Federal agencies 
for the “exemption from judicial scru- 
tiny of its action seems to be the ambi- 
tion of every Federal administrative 
agency, and is urged by a group of writ- 
ers and teachers with increasing in- 
sistence.”” 

Asa result, he says, 

with the multiplication of these agencies, 

the increasing subjection of every form of 

activity to administrative regulation, and 
hostility of administrative agencies to all at- 
tempts to impose effective legal checks upon 

them, we have been coming in practice to a 

condition of what may well be called admin- 

istrative absolutism. This is nothing short 
of revolutionary in our American polity, and 
some academic teachers of the science of 

politics do not hesitate to pronounce it a 

revolution and to praise it as such, 

Instead of a law which thinks of citizens 
and officials as equally subject to law, we 
are told of a public law which subordinates 
the citizen to the official and enables the lat- 
ter to put the claims of one citizen over those 
of another, not according to some general 
tule of law but according to his personal 
ideas for the time being. 


The review continues that Dr. Pound 
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declares that many of the administrative 

agencies 
entertain complaints, institute investigations, 
begin what amount to prosecutions before 
themselves, allow their own subordinates to 
act as prosecutors, and often make adjudica- 
tions in conference with those same sub- 
ordinates, 


“All this,” he finds, “runs counter to 
the most elementary and universally rec- 
ognized principle of justice.” 


| fg the rule of law, Dr. Pound 
cites the protection of the citizen 
that is afforded by a scrupulous hear- 
ing on both sides on every point, care of 
the courts to adhere to the high standards 
of a great profession, the keeping of de- 
tailed public records of evidence and de- 
cisions, and the opportunity for inde- 
pendent and unprejudiced review of a 
judge’s decision. 

“Tn contrast to the rule of law with its 
stringent checks on possible injustice,” 
he observes, “is the absence or practical 
ineffectiveness of checks on administra- 
tive rule making and action.” : 

It is noted that although administra- 
tive rules and regulations often have the 
force of law, and affect interests of as 
much importance to individuals as those 
affected by statutes or rules of court, and 
sometimes more, Dr. Pound says:- 

Usually the first knowledge that those‘af- 
fected have of a rule is after it has gone into 
effect. The first opportunity they have to ob- 
ject to it is usually after it is sought to be 
enforced against them and they may be af- 
forded an opportunity to attack it in the 
courts. 

By this time serious and even irreparable 
injury may have been done to an individual 
and his business. Moreover, the scope given 
to administrative rule making today is so 
wide that challenging of details in the courts 
* gg easy and often is not effectively avail- 
able. 
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the regulations wg to be 

assum that the case 
against the dent been established 
in advance and so it is a waste of time to 
allow him to make his case. There is little 
idea of fairness as between government and 
the citizen. 

The interests of private persons are held 
negligible in the zeal to get results. The 
tendency is to weight procedure heavily in 
favor of the government or the bureau; to 
assume that charged are only filibus- 
tering or are malefactors of great wealth, 
~_. that hearing their side is only a for- 

ity. 


Citing many cases where orders of the 
National Labor Relations Board, the 
Federal Trade Commission, and the Fed- 
eral Power Commission were set aside, 
as being in the courts’ language, “barren 
of evidence,” and “without sufficient evi- 
dence,” Dr. Pound says that a number of 
agencies claim authority to disbelieve evi- 
dence “which is positive, uncontradicted, 
and not inherently improbable,” and that 
a high government official has intimated 
that Congress intended one administra- 
tive agency to be unfair. 

As to claims that simplicity of proce- 
dure and nontechnical method are the 
advantages of administrative justice, and 
that the agencies cannot exercise their 
investigatory as well as their determin- 
ing functions in any other way, the au- 
thor says: 

I submit that their investigating functions 
can be carried on by m s which will give 
full hearing to both sides and full oppor- 
tunity to those under investigation to meet, 
refute, or explain everything that is to be 
used against them, and that if after investi- 
gation the age desires to prosecute it 
should be required to do so in the courts and 
not before itself. 


Reference is made to Dr. Pound’s ex- 
pressed opinion that crusading zeal, es- 


eaente, ¢ 


pecially on the part of subordinates, to 
promote social objectives beyond the in. 
tent of Congress leads the agencies to see 
their special task out of 

consider individual ri 

tional guaranties as negligible. 


MONG restraints called for on certain 
other tendencies of the administra- 
= agencies, he mentions the delegation 
of large powers of investigation and de- 
cision to subordinates, who are not al- 
ways of high qualifications. Another 
which the author believes the citizen must 
be protected against is ang anes es- 
prit de corps which makes both 
and administrative review muenehaahel 
Dr. Pound’s conclusions, the review 
states, are that 


rao rocesses as we have been develop. 
belong to lands which believe in —_ 

ome by an omincompetent superman with 
a hierarchy of supermen under him, to whom 
the life, liberty, and property of the citizen 
are to be subordinated; who are so all-wise 
as to know offhand what the public interest 
demands in each case and need no hearing or 
evidence or pew to advise them, but 
are to adjust all relations and order all con- 
duct by the light of their ex officio wisdom 
in a political organization of society which 
does not recognize private rights. 

fe need to be vigilant that while we are 
combating régimes of this sort, as they have 
develo in dictatorships and totalitarian 
governments, we do not allow a régime of 
autocratic bureaus to become so intrenched 
at home as to lead us in the same direction 


That there is this trend toward usurpa- 
tion of the rule of law by Federal ad- 
ministrative agencies is readily recog- 
nized by those who come into direct con- 
tact with their activities. Dr. Pound's 
well-considered comments serve to point 
out the dangers inherent in all this to our 
future. 





FPC Natural Gas Regional 
Hearings End 


r Charleston, West Virginia, the final 
regional hearing, in its investigation 
into natural gas matters—one of several 
in various sections of the pesca 
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held by the Federal Power Commission, 

during the first two weeks in April. 
. g for West Virginia, Clarence 
eadows, its governor, said that the 
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state considers natural gas “a treasure 
which she shared freely with her neigh- 
boring states.” After relating the his- 
tory of natural gas in West Virginia, and 
commenting upon the successful devel- 
opments solely under state administra- 
tion of state laws, he said : 


It has never been seriously considered that 
the American conception of .... sover- 
eignty,” in nati — 
cies, cont tes displacem ent by the Fed- 
eral government of powers of the state 
to regulate the production, transportation, 
distribution, or sale of commodities pro- 
duced, distributed, sold, and consumed with- 
in the state. To the extent that such dis- 

cement may be attempted, whether by 

w, by regulation, by subtle encroachment, 
or beguilement, every such attempt will be 
met by every available, lawful means with- 
in the power of the state to employ, ... 

There is, after West Virginia’s needs for 
gas are satisfied, abundance of gas for trans- 
shipment across our boundaries. West Vir- 
ginia cherishes her high privilege of being 
able to share with the peoples of her sister 
states the overplus, and, in national emer* 
gencies, all, whether or not there be excess, 
of her rich heritage of natural gas. But, in 
so doing, she will exercise vigilance lest 
other authority by regulations treating trans- 
portation, distribution, or sale, or by artful 
fixing of rates, contrive to minimize our own 
powers over our own resources in our own 
state.... 

So far as West Virginia, her people, and 
her economy are concerned, we refuse to 
recognize any ideology which, no matter by 
what means or in what guise it may be pre- 
sented, a ppene’ or may tend to involve 
our na gas industry in what some peo- 
ple call nationalization, others socialization, 
of industry. It is denied that there exists 
any basis of comparison between govern- 
mental processes, geography, practices, or 
philosophy, in short, our way of life, with 
those of some other peoples who have taken 
or entered upon that course. If time shall ul- 
timately ¢ advisable adoption of that ex- 
pediency, that remedy may then be consid- 
ered; but that time in this nation and in the 
state is not now, nor is it likely to arrive at 
any time that vigilance and prudence can 
foresee. ... The rights of our own state to 
administer, under our own laws, within our 
own state, this great industry in the manner 
we find best to achieve the greatest benefit 
for the greatest number of our le, and 
to exercise such rights in a manner that will 
encow continued exploration for this 
elusive plenteous resource must remain 
inviolate. 


Vincent P, McDevitt, counsel, Penn- 


sylvania Public Utility Commission, who 
said that he spoke by- authorization 
of 7 governor of Pennsylvania, as- 
serted : 


We feel that this record should contain 
a specific statement that the commonwealth 
of Pennsylvania has entirely adequate 
power and authority to regulate and control 
all of the various aspects of the gas indus- 
try within its borders and that no regula- 
tion by the Federal Power Commission or 
any other Federal v's | is necessary to 
protect the interests of Pennsylvania citi- 
Assumption of jurisdiction by such an au- 
thority regulating natural gas matters alone 
would be uneconomic, since in Pennsylvania 
not only natural gas but coal and oil are 
produced in large quantities and such regu- 
lation of the end use of any one of these 
products will disturb the natural balance of 
the Pennsylvania economy. ‘ 


Paul E. Weiland, member, Ohio Pub- 
lic Utilities Commission, after giving a 
history of natural gas in Ohio, and citing 
the average prices paid by the various 
classes of customers and the price paid 
at the wellhead for gas produced in that 
state, said: 


We do not believe there should be any 
more restrictions on the use of natural 
within the state than of coal or oil and be- 
lieve that each of them should be left free 
to compete in the market. ... We do not be- 
lieve that the control by any Federal regula- 
tory body over production and end use of 
the nation’s resources of natural gas would 
be in the best interests of the people of the 
state of Ohio, nor to the best interests of all 
the people of these United States. Such ex- 
tension and enlargement of Federal regula- 
tion, with which the nation is at present all 
too top-heavy, would be another step along 
the road of a planned economy and away 
from the time-proved system of free en- 
terprise which has made this, our nation, the 
greatest and most powerful among the na- 
tions of the world. 


R. WALDEN, member, public serv- 

e ice commission of Kentucky, read 

into the record a statement which had 

been prepared by Governor Willis of 
Kentucky, which said: 


In order to avoid repetition, I may say 
that my views are in substantial 
with the statement made by Governor Kerr 
of Oklahoma. Fundamentally, the conserva- 
tion of natural gas, like that of other re- 
sources, is a function of the states. The 
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Federal government may help in many ways, 
but the main work should be done by the 
state agencies. In my judgment, the Federal 
activities should be restricted to the legiti- 
mate regulation of interstate commerce in 
natural gas, and leave the state absolutely 
responsible for all other activities in regard 
to it. The opposition to the original Natural 
Gas Act was predicated’ om a very reason- 
able apprehension that it was but a first step 
toward federalization of the industry. Sub- 
sequent events have not dissipated the ap- 
prehension. The trend in that direction 
should be arrested at once, and the exclusive 
jurisdiction of the state recognized and re- 
spected, ... 

I trust that the hearings will result in a 
recommendation that the national govern- 
ment be not allowed to interfere in any way 
with production, use, conservation, or move- 
ment of natural gas within the state, and 
that its activities be restricted to a fair and 
reasonable regulation of purely’ interstate 
transactions. 


KNow tes Davis, chief engineer, 

e Georgia Public Service Commis- 

sion, read into the record a statement 

prepared by that commission in which it 
was stated that 


The position of the state of Georgia with 
respect to this entire proceeding is that we 
are completely satisfied with conditions as 
they now exist. We did not feel at the time 
of the initiation of the investigation that 
there was justification or occasion for the 
proposed inquiry and, after following its 
progress to date, we are now convinced that 
the apparent purpose is unsound and that the 
entire investigation should be abandoned. . .. 

A people cannot be governed from the top 
down except under some form of despotism 


or totalitarianism any more than you can 
stand a pyramid on its point. For the sake 
of and in protection of our dual system of 
government, we, therefore, oppose any un- 
warranted extension of the Federal arm of 
bureaucracy. The Federal Power Commis. 
sion has performed a signal service in the 
accounting field of electric utility regulation 
but in that field it-has forwarned state au. 
thority of its desire to preémpt and super. 
sede local self-government in the regulation 
of this industry. 


Many witnesses representing indus 
trial users of natural gas appeared ‘af 
these Charleston hearings. They spoke. 
in the interests of iron and steel, glass; 
pottery, and other manufacturing con- 
cerns, located principally in Pennsyl- 
vania, New York state, and Ohio. 

The testimony of these industrial wit- 
nesses was much of the same pattern, 
outlining their uses and requirements for 
natural gas, the need of its availability 
for certain processes, and the wish :to 
have the opportunity to buy fuels of their 
own choice without Federal regulations. 

The latter being desired because, as 
contended by J. P. Gill, executive vice 
president, Vanadium Alloy Steel Co., 
Latrobe, Pennsylvania, “We think we 
know best which fuel is suited. to any 
given purpose, better than would any 
Federal agency.’ 

This natural gas investigution will 
continue at a further hearing scheduled 
for June 17th in Ligaen ie 





Public Economic Illiteracy—Corporate 
Management’s Problem 


ie an address before the meeting of 
National Petroleum Association, in 
Cleveland, on April 18th, some pertinent 
and pungent observations upon the “eco- 


nomic illiteracy” in this country were 
made by Fred G. Clark, general chair- 
man, American Economic Foundation 
of New York. His remarks, directed es- 
pecially at the prevalent misconceptions 
of business affairs derived from the type 
of reports customarily issued by corpora- 
tions, should be of interest to utility ex- 
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ecutives, as well as to the industrialists 
to whom he talked. 

Commenting that businessmen, when 
discussing the errors in judgment made 
by government in relation to business, 
have a tendency to place the blame upon 
the bureaucrats in Washington, when, as 
a matter of fact, businessmen them- 
selves are largely to blame, Mr. Clark 
said : 


The process through which men woes 
and exchange goods and services is of such 
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“YOU AND YOUR DATES! WHY DON’T YOU SHAVE AT HOME?” 








‘simplicity that a schoolboy could readily un- 
: derstand it. 
But today the most learned of men out- 
- side of business: have very little conception 
:of what actually takes place in the economic 

rocess, because the simple procedures have 

n lost in a labyrinth of technical words 

and phrases that have so many meanings 
that even the initiated need a special inter- 
preter in order to understand the average 
corporation report. ... 

-If businessmen believed all of the things 
:that their own reports could be made to seem 
to mean, they too would look on business 
with deep suspicion ;.and, until the language 
of business is changed, government opinion, 
labor opinion, and public opinion toward 
. business will not change. . .. 

Most attacks against business are based 
on that perfectly dreadful word “profits.” 


As long as it remains in the business 
language, business will remain in the dog- 
house. 


f be: thing which businessmen call 
profit, the speaker averred, is a defi- 
nite and’inescapable cost of doing busi- 
ness—it is the share that must be paid 
to the people whose savings supply the 
tools of production. Profit, then, is the 
cost of using the tools and is present -in 
every society that uses tools, Continuing, 
he said: 
It can be conclusively proved that without 
profit there could be no tools and that with- 


out tools mankind would still be eking out a 
miserable existence at hard labor. 
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But business has never taken the trouble 
7 capi 5 ‘and f fi 
e simple proper concept of profit 
is euteosiendeliie to all when it is placed in 
the simple framework of production costs. 
I would like to demonstrate this by mak- 
re! a simple dissection of the economic 


ly. 

Leaving out for a moment the part played 
by government, there are only three things 
involved in our economic life—natural re- 
sources, human energy, and tools. 

The cost of these three things (with the 
exception of taxes) constitutes the cost of 
doing business, but the dozens of technical 
substitute names by which = are called 
make the economic body seem discouraging- 
ly complicated. . 

When the American system of private 
ownership and operation is reduced to these 
simple cost elements, the picture is over- 
whelmingly favorable to its continuation. 


To illustrate the “workings of Amer- 


to take out the sums representing 
services that corporations bought from and 
. yo -rre’ 
s m of f ions is 

ms 4 develop an impressive Se ay 

In May, 1 , 31 steel corporations com. 
bined their ting reports into a 
statement in this form and ooneien it 
fore the National War Labor Board to the 
great benefit of that body’s deliberations. 

A year and a half later, after VJ-Day, 
when the steel workers went out on 
the memory of that report persisted. 

It is true that the workers demanded sub. 
stantial wage increases but at no time was 
the corporation subject to claims that wages 
could be increased without increasing the 
amount collected from the customer. 


a it is actually the customer who 


provides employment and the pay- 


roll was then pointed out. If that identi- 
fication is clearly made, by use of the 


ican business in terms of social values,” proper language, then clearer under- 


Mr. Clark presented this simplified con- 
solidated operating statement of every 
one of the 477,838 corporations in the 
United States reporting to the govern- 
ment in 1937—an average “good year”: 


= tools in use amounted 


$138, 
The workers employed numbered 19, 144,000 
The amount received from 
customers was $58,542,000,000 


THESE RECEIPTS WERE EXPEND- 
ED FOR: 


$14,233,000,000 (25%) 
Cost of human energy 
(wages and 
ries) 
Cost of tools wear- 
ing out (de- 


Total expended 


He continued : 


You will note that the return of $138,- 
000,000,000 worth of tools owned by 50,- 
000,000 thrifty Americans is less than 3 per 


o will also note that payroll was about 
8 times as much as the so-called profit. 

This statement, of course, does not look 
exactly like that of an individual corpora- 
tion because in order to make it up we had 
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standing will result. Mr. Clark said: 


The rank and file of labor—and also labor 
leaders—are neither stupid nor malicious: 
They are simply uninformed and the fault is 
not their own; it is the fault of the busi- 
nessman who could but has not shown them 
the truth. 

The simplified operating statement in 
terms of tools and human energy does more 
than shed light on the division of corporate 
income. 

It also sets the stage for business to demon- 
strate that it usually isn’t that 
cracks down on the workers and resists wage 
increases. 

It must be demonstrated to the public at 
large that the big | boss of business—the man 
who provides the employment and deter- 
mines the size of the payroll—is the cus- 
tomer. 

That is why the simplified operating state- 
ment begins with the phrase, “We receive 
from customers . 

As a matter of fact, there is no yen 
equal to that which is exerted by a free cus- 
tomer, and there is no pl as efficient 
as that which is built around 
cessity of pleasing the customer. .. . 

America has always been under the dic- 
tatorship of the customer whose freedom to 
choose those products and services which 
gave him the most satisfaction for the least 
money has kept constant and merciless pres- 
sure upon business. 

There is no force so immediate and ruth- 
ms as the apathy of the dissatisfied cus- 


"One might ask: What protection has the 
— against the demands of the custom- 
er 
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The answer is that the worker and the penses, which are more readily under- 
— nh a ea eo cus- standable than the customary account- 
duce efficiently. = seis ant’s form of presentation. In a number 

: ? . of instances, graphic charts show distri- 

In closing, Mr. Clark urged his belief bution of dollar income and expense in 
that simple and effective form. 

the answer to intelligent public and gov- It must be admitted, however, that 

ernmental attitude toward business lies in many utility reports present financial 

clearing up a atrocious accounting statements in a form which, as referred 

ee business reports are now +5 by Mr. Clark, is not readily under- 

People cannot be influenced by facts of Stood by many people. Having in mind 
which they have no knowledge, and it must the intimate contact of utility companies 
be admitted that business has done little to with so large a portion of our popula- 
re oe eee concerning its OP- tion, by reason of the services rendered, 

. ; is it not important that the reports of 
As to these views, addressed toa group their affairs to security holders and the 
who of industrial men, and their application public be presented in the simplest form 











ie pay- to the reports of business-managed util- possible? Might not such procedure be 
identi- ity companies, it is apparent, among the a practical step toward overcoming the 
of the annual reports received in recent weeks, widespread “economic illiteracy” which 
under- that there is a noticeable trend to present exists regarding business in general ? 
id: simplified statements of earnings and ex- —R. S.C. 
© labor 
licious: 
bus 
B - . . . 
n them Nationalization of Banks an Early 
mnt in Phase of State Socialism 
} more 
porate NDER the above title there appears © The next few years will test the forms of 
_in the spring eons of The Indes, qeueny ea Or Seis ees ee 
t that published by the New York Trust Com- prise in the United States, Socialism in Great 
wage pany, an informative article on this sub- Britain, and Communism in Russia. 
. ject. The extracts quoted below suggest 
mas fg ‘he, Serious threat to free enterprise Terrier then esatibes, in consi 
leter- which lies in this movement. erable detail, the various go 
cus- The subject is thus introduced : state systems which, he notes, diff 
) The control of banking, particularly as its widely. The steps are outlined by which 
es functions relate to credit and currencies, the this nationalization of banks was accom- 
: ways been an objective of the socialistic pro-  P!! m Nuss, ” 
line gram.... Czechoslovakia, and several other coun- 
a In the latest assault on the free enter- tries. In summing up the situation, this 
ne- prise system, even the Bank of England, in concise statement is made: 
fivate hands since 1694, the of 
ii rance, established in 1800, and other cen- Throughout the world, banks are being 
. tral ing systems have been forced to nationalized. In England, Russia, France, 
‘ch capitulate. The drive for government owner- Canada, Australia, and many other coun- 
ast ship of banks is usually directed in its early tries, the governments have acquired the 
< stages at the central banks, which have the central banking systems. In Russia and 
power to issue currency and to control the Czechoslovakia, all banks have been nation- 
th. credit policy of a nation, al h they alized, while in France and New Zealand 
sometimes also carry on general banking some of the large commercial banks, as well 
- business. However, the movement is extend- as the central banks, are being brought un- 
he ing to commercia pang Be a hg and der government ownership and operation. 
more countries some or °o com- P ; 
~ mercial banks are now government owned. That bank nationalization is only the 
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initial’ step toward the taking over of 
other controls is pointed out by this 
writer. He states: 

. The first of these controls sought is that 
of the instruments of production, the con- 
trol of the inherent collateral industries. For 
instance, in England, transportation, power, 
mining, and other basic industries and serv- 
ices are to be socialized. In Russia, of course, 
not only the basic industries but even the 
agricultural production facilities were con- 
fiscated by the government. 


The ultimate objective of nationaliza- 
tion is declared to be “political control. 
Thus, the nationalization of banks is a 
serious threat to free men and free in- 
stitutions.” It would follow that 


Nationalization of commercial banks 


government monopoly open to-manipulation 
for political. expediency and subject to ‘po- 
litical control. Under such arrangemient, it 
would be possible for the. government -to 
siphon off the resources of some areas for 
the benefit of others. 


TTENTION is called to the production 
record of the United States under 


free enterprise, as follows: 


It is worth remembering that in ’ the con- 
flict just ended, when. production became a 
matter of national life and death, our free 
enterprise system not only produced enough 
to fill its own needs but to supply a part.of 
the needs of the countries that are now ex- 
ponents of Communism and state Socialism 
—needs they could not fill themselves, 


The informed statements in this ar- 


“would remove the element of competition ticle on bank nationalization suggest the 
‘ which is of distinct advantage to the public importance of a clearer understanding by 
since the banks are now competing keenly the American people of the far-reaching 
for deposits and loans. Moreover, it would and serious extent to which such moves 


tend to put the borrower completely in the 


hands of financial bureaucrats and would lead. 


transform the banking system into a gigantic 


—R. S.C. 





Which Will Prevail—Communism or 
Democracy? 
be the New England Letter of April freedom, with equal opportunity for all. 


30th, issued by the First National 
Bank of Boston, under the heading “The 
Battle of Ideals,” are some thoughtful 


ESPITE its outstanding accomplish- 
ments, it is pointed out, the Ameri- 


observations touching both history and can system has been subjected to insidi- 
the future outlook. ous and violent attacks from within this 

Thé:-writer introduces his article in country and from abroad. The writer 
these words: states: 


: The future course of civilization may be 
-«:determined by whether the ideals of Com- 
.»-munism or democracy prevail. While mili- 
tary operations of World War II have 
ended, the warfare of ideals continues in- 
; cessantly and is. shaping the pattern of the 
future. It is a crucial-struggle in which the 
American way of life and world peace hang 
** in the balance. 
‘ *- Our forefathers came here to escape the 
" regimentations and tyrannies of Europe, and 
‘established the “new order of the ages” by 
founding the first system in the world for 
the preservation of individual freedom. All 
other governments prior ‘to that time were 


. . » The record of great economic and so- 
cial performance is ignored, the Constitu- 
tion is ridiculed as belonging to the horse 
and buggy days, many of our public school 
textbooks pay only scant attention to our his- 
tory but instead place emphasis upon social 
studies tinged with Communism. Hard work 
and thrift, self-reliance and personal respon- 
sibility—the pillars upon which our system 
was built—are scorned, and for the past dec- 
ade and a half the people have ‘ en- 
couraged to look to Washington for their 
economic and social salvation. 


The net effect of the destructive poli- 


foiinded for the glory and the power of the cies pursued in recent years was to 


state. 


weaken our system and pave the way for 


Not only a democratic form of gov- collectivism. “And what,” asks the au- 
‘ernment was provided, but also economic thor, “has collectivism to offer?” 
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The March of . 
Events 


Krug Favors Decentralization 


upporT for the general plan to decentralize 
y many. of the affairs of the Federal gov- 
emment ‘by setting up. regional “capitals” 
throughout the country, including one in Den- 
yer, Colorado,.came recently from Secretary 
of the Interior Krug. 

“We have proposed such a decentralization 
to the Bureau: of the Budget for the Interior 
Department,” the Secretary said. “Under our 
plan we would not necessarily have an As- 
sistant Secretary of the Interior in each of the 
regional. headquarters. To-do that it would 
be necessary to get authority from Congress. 

“However, the plan would provide for the 
location in each of the regions of a man who 
would have authority to pass on all matters at 
the level of the Secretary’s office. 

“Such a man would be a regional director of 
all Interior Department affairs and his job 
would be to codrdinate all activities of the 
department, including those of the Bureau 
of Mines, the Geological Survey, the Bureau 
of ‘Indian .Affairs, the Bureau of Reclama- 
tion, etc.” 

The plan, Krug believes, “should result in 
a substantial improvement in the administra- 
tion of affairs in this department.” 


Seeks Construction Authorization 


HE Mississippi River Fuel Corporation, St. 

4 Louis, Missouri, recently filed an applica- 
tion with the Federal Power Commission re- 
questing authority to construct a number of 
additions to its natural gas transmission sys- 
tem which begins at Perryville, Louisiana, and 
continues through Arkansas and Missouri into 
Illinois, The new facilities would increase the 
natural gas sales capacity of the system by ap- 
proximately 50,000 mcr per day to a total of 
about 183,000 mcr per day. The estimated cost 
of the proposed project is $11,574,000. The 
company desires to begin construction by 
September and expects to complete the project 
by the first of the year in time to meet 
Tequirements in January and February, 1947. 

_ The facilities would consist largely of loop 
lines and the addition of 10,200 horsepower to 
existing compressor stations. According to the 
application, the facilities are required to meet 
increasing demands of both utility and indus- 
trial customers. The company stated that de- 
mands of ‘its utility customers have been un- 


“il 


( 
) & 
precedented for several years and that. during 


the last winter it was necessary to curtail in- 
dustrial sales to protect domestic customers. 


FPC Authorizes Merger 


HE Federal Power Commission has au- 

thorized Northern Virginia Power -Com- 
pany, Winchester, Virginia, to acquire. and 
merge with. its own facilities the “Page Group 
Electric Companies” -which _ include - Page 
Power Company, Madison Power Company, 
and Massanutten Power Corporation. All of 
the companies involved are subsidiaries. of the 
a gam Edison Company, Frederick, Mary- 
and. 

To effect the merger, Northern Virginia will 
increase its outstanding common capital stock 
by the amount of $2,637,000 par value, which 
amount will be represented by 26,370 shares 
of a par value of $100 each. Northern Virginia 
will then deliver to Potomac Edison,. in ex- 
change for its holdings of capital stocks of the 
Page Group Electric Companies, new common 
stock of Northern Virginia of a total par value 
of $1,956,000, plus a cash payment of $77.97, 
total $1,956,077.97. The consideration is the 
same amount as paid by Potomac Edison to 
Republic Service Corporation on August 31, 
1945, for the capital stocks of the Page Group 
Electric Companies. 

As a part of the same transaction, Northern 
Virginia will sell to Potomac Edison the bal- 
ance of $681,000 common stock, at par, and 
will pay to Potomac Edison an amount in cash 
sufficient to satisfy in full a promisegry note 
and open account indebtedness of $681,774. 

The state corporation commission of Vir- 
ginia and: the public service commission of 
West Virginia have approved: the proposed 
merger and issuance of stock. 

Subsequent to completion of the merger, 
Northern Virginia is required to file with the 
Federal Power Commission original cost 
studies of the electric plant of the Page Group. 


OPA Opposes Tube Fare 


A representing the Office of Price 
Administration appeared at an Interstate 
Commerce Commission hearing in Washing- 
ton, D. C., on April 24th to oppose the request 
of the Hudson & Manhattan Railroad Com- 
pany for continuance of its present tube fares. 

The H&M charges 10 cents a trip, or eleven 
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tokens for $1. The a. gees a after the 
company proposed that the wartime rate be 
put on a permanent ttn suggested that the 
token fare be reduced to either three for 25 
cents or four for 35 cents. 

Officials of the OPA declared that the com- 
pony wane feet teeke so See cenpenies on 

vehicular tunnels if the present rate struc- 

pat were maintained. 


Urges Use of Substitute Fuels 


oLip Fuels Administrator J. A. Krug re- 
cently r a og ee companies a 
to swi immediately from the use 
ituminous coal to substitute fuels. 

Pointing out that serious shortages of 
bituminous coal were resulting from the strike 
that yO. font Ist, Mr. Krug, in a letter 
to Carl Wolf, managing director of the Amer- 
ican Gas Pode mg said that the amount of 
coal now “available for use in retorts or water 
ie cate Ss ane euitetent to beep ae gas plants in 

ull operation if the suspension of mining con- 
tinues much longer.” 

“To help out in this situation, the gas in- 
dustry should produce the maximum amount 
of water gas using coke, anthracite coal, and 
other fuels wherber possible in place of bi- 
tuminous coal,” the letter said. 

The AGA advised its members that, in com- 

pliance with the administrator’s request, gas 
plants should be operated wherever possible to 
use the maximum amount - —_ 4 gase- 
ous fuel and the minimum of solid 

The SFA has authorized shipment of gas- 

ucing coal to a producers 
rom emergency stocks potent in its 
freeze order issued just before the strike 
— but the supply was said to be dwindling 
rapidly, 

Meanwhile, officials of the Office of War 

Mobilization and Recon, 


Illinois communities, including 
and most of the state’s other large 
Fagin: wy he Awe lng 2nd 
immediately to cut use of electric power to 
leguard public health and safety during the 
critical soft coal shortage. 
The slash in use of electricity, ey by 
the Illinois Commerce Commission 
ene seein, indicated a ipoenont for 
about two-thirds of the state far more rigor- 
ous than the wartime curfew and a virtual 
— of nearly all night-time public ac- 


it empowered the electric companies to with. 
draw all service from or persons who 
fail to cooperate in the restriction order. 

The commission’s directive also provided 
that members and officials of utility compani 
may order complete withdrawal of 
service to nonessential users unless there is 
early improvement in the coal supply situation. 

Northern tations, Shee oo SE See ee 
Illinois in drastically cu the consump. 
tion of electric power through -outs and 
other means during the emergency created by 
the coal shortage. 

At Indianapolis the Indiana Public Service 
Commission authorized the Northern Indiana 
Public Service Company to appeal to con- 
sumers in 22 counties to —. the use of bn 
tricity to minimum needs. No => for 
noncompliance were mentioned in 
mission’s 

Industries throughout the area were asked 
to restrict their drain upon the utility com- 
pany’s supplies to one-seventh of the amount of 
power consumed in April. To attain this goal, 
= pene users wee » confine use 
ot current to twenty-four rom Monday 
through Friday of each week. Use of electric 
current by stores and other similar 
retailers was itted from 2 to 6 pm Mon- 
day through Saturday. All ornamental lighting 
and display advertisements were dur- 
ing the emergency. 

In Ohio the Cleveland Electric ey 
Company, which serves customers along the 
Lake Erie te Ohio the municipal genera 

lant in the Ohio metropolis, reported 
cient coal to last sixty days. Observers there 
termed this a conservative estimate. 

The Pennsylvania Public Utility Commission 
on May 2nd announced it would restrict use 
of light and power for amusements, includ- 
ing night baseball and other “nonessential” 
purposes, if the bituminous coal strike made it 


necessary. 
There would be no statewide brown-out, 


necessary orders if requested by individual 

wt ss aah tiataie faced little prospect of 
Atlanta and P 

being forced to curtail consumption of elec- 


installations, 
can be operated en eae and 
three-fourths on na 
re summer months, it was 
Georgia Power Company a stations 
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thirty-five days, should 

replenish its pil Diies ‘by May 25th oF 26m. A 
for the city board of trans 

said that its supply was sufficient to last until 

any Lag yg that new shipments should start 

4 

Mt R. Searing, vice president of Consolidated 

Sitsan tp ais ot operations, said the com- 

pany had been trying to get increased supplies 

of we Cor lee © feel oh tat 


success. 

“If we could get oil,” he said, “we could use 
it as a replacement for coal at some of our 
plants.” 


The Civilian per poe Administration on 
May 8th issued coal conservation orders af- 
fecting electricity and gas cons ion in the 
eastern United States, and the of De- 
fense Transportation appealed to motor car- 
riers to give preference to essential 
ties. CPA ordered electric B eon onet of 
the Mississippi river and in Minnesota, Iowa, 
and Missouri to make the most effective pos- 
sible use of noncoal fuels. 

Government officials subsequently ordered a 
withdrawal of the freight embargo at midnight 
May 12th in view of a 2-week truce in the 
coal strike. 


- 
California 


10-cent rate in the same districts would not be 
changed. 


Ask Fare Increases 


Arsene § for an increase of 15 per cent, 
in general, in pas er fares on rail an 
motor coach lines were filed recently by the 
Pacific Electric Railway Company and Los 
Angeles Motor Coach Lines with the state rail- 
road commission. Rates would be increased 
from 1 to 5 cents on various lines, with some 
exceptions, on one-way, round-trip, and com- 
mutation tickets. 

“Recent increases wages ted em- 
ployees of 16 cents an — and which mean an 
increase of $3,000,000 a year, made this step 

in order to derive sufficient revenue 
to Pay operation costs,” said O. A. Smith, pres- 


Te lil iis tess ies wn en te Chee 
since before the war, although company wages 
nave ncoenene some 50 per cent in the same 


an increase in passengers raised 
revenues, the wage boosts have reached a point 
where costs no er can be absorbed in this 
manner, Smith said. 

downtown metropolitan and Holly- 
wood areas, fares would be increased from 5 
to 6 cents, under the company’s petition. The 


Urges Publicly Owned Power 


Cue. Attorney General Kenny, candidate 
against Governor Warren, declared in a 
radio broadcast recently that he would fight 
“as a partisan for the early development of 
public power in this state to fulfill the promise 
of the Central Valley project. 

Kenny urged election of the CIO-PAC- 
Democratic slate of candidates at the coming 
election and promised this slate would have 

representatives in Washington “ 
people’s side of the utility battle.” 

enny at ed the Pacific Gas and Electric 
Company “as an example of monopoly aims in 
California.” He contended Governor Warren 
had never requested Federal funds be voted 
by Congress for government transmission lines. 

The candidate said cheap power must be 
provided for the people. He said California 

‘could become the poorhouse of America” un- 
less proper planning for the future is done. 

Kenny said the Central Valley project so far 
“has been developed by the R Bu- 
reau, under reclamation law.” 


. 


Colorado 


Utility Cuts Rates 
REDUCTION in electric rates has been made 


pany of Colorado, it was announced last month. 
Bills of the average domestic user will be re- 
duced more than 13 per cent and the total sav- 
ing to all coommere of light and power is 
estimated at $34,775 a year. The monthl oe 
of a residential customer using an ave 
81 kilowatt hours a month will be cut 
ee on making an oar cade of 


Rates on business lighting, power, school, 
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and municipal lighting and street lighting also 
were 

Under the new rate pooreme gy which the eden 
council unanimously yo 
McClintock said the charge pong average 
residential use of 81 kilowatt hours in Boulder 
is lower than that of eight other 
Colorado cities. 

Under the new rate reduction, the schedule 
of rates for domestic users is: First 16 kilo- 
watt hours or less per month, $1; next 30 kilo- 
watt hours, per kilowatt hour, 4 cents; next 30 
kilowatt hours, per kilowatt hour, 3 cents ; all 
additional kilowatt hours, 2 cents. 
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District of Columbia. 


Sign Truce Agreement 


7 senor Gas Licut Company and 
AFL. union officials on May 4th signed 
a. truce agreement, providing for the arbitra- 
tion of their dispute and ending all fears that 
the District’s gas supply would-be cut off by 
a strike of gas-workers. 
: ‘The agreement, announced by U.. S. Con- 
ciliator; Lucien F. Rye; established a 5-man 
arbitration panel to hear and decide the issues 
in the dispute. The panel was scheduled to 
meet not later than May 20th. No time limit 
was set for arbitration hearings. 
Uninterrupted gas service for 260,000 Wash- 


ington and near-by Maryland and Virginia 
consumers was guaranteed by a clause in the 
agreement, which said in part: 

“During arbitration there shall be no lock- 
outs, no strikes of any kind, including. sit- 
downs, sit-ins, walkouts, or continued meet; 
ings.’ 

The union agreed to withdraw its strike no- 
en which would have been effective. on -May 


The arbitration panel will consist of. two 
members each from the company and union. 
The fifth member, who will act as impartial 
chairman, would be named by Labor Secretary 
Schwellenbach. 


Georgia 


Transit Strike Ends 


ATLanta’s 6-day transit strike ended May 6th 
when more than 500 streetcars and electric 
and,-.motorbuses. returned to the: streets. 
Georgia Power Company officials reported that 
by 5.pm — the rush. hour — operations were 
“100 per cent normal.” 

Service -was -resumed less than two hours 
after the 1,400 American Federation of Labor 
employees of the transportation system. had 


voted overwhelmingly to accept terms of an 
agreement reached May Sth by the union’s 
executive committee and company representa- 
tives. 

The agreement included a 19 per cent wage 
increase to $1.07 per hour, and an arrangement 
whereby the company will make yearly pay- 
ments to a special pension fund to be set up 
1 ay pe by the union. o 

e first AS OOO” payment to the pension 
fund will be $45,000 


Kansas 


Consumers Get Gas Refund 


Prrceany $8,000,000 in refunds will go to 
Kansas natural gas consumers, according 
to estimates. by the state corporation commis- 
sion following.a recent decision by the United 
States Circuit Court. of Appeals. upholding 
initial findings of the Federal Power Com- 
mission in a controversy involving rates of the 
Gas Service Company and the Wyandotte 
County Gas Company. 

No breakdown as to probable individual re- 
fund average was possible for Kansas, accord- 


ing to DeWitt Stiles of the state commission. 

President Adams of the sas City Gas 
Company, with which the Gas Sorc Com- 
pany is affiliated, told reporters the practical 
method of figuring refunds was on a-percent- 
age, rather than a cash, basis. That goes for 
all domestic -users.. He estimated that the.re- 
fund for the period of impounded collections 
would average probably 25 per cent for all 
domestic consumers. 

‘ Probably nine to twelve months under 
normal conditions would be required to make 
refunds. 


Kentucky | 


Ordered to Reveal Rate Records 


5 baw state public service commission re- 
cently directed Kentucky Utilities Com- 
pany to produce certain of its records i in order 
to determine if the city of Frankfort is juste 
fied’ in its claim KU is charging it $30,000 
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year more for its energy than i it charges similar 
customers, 

The utility was given until May. dst to o poe 
duce the records and answer all ex our 
of the interrogatories filed Rous Rides 
atto for the Frankfort ectric & ete 
Plant Rider, a commission.-s 
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said, had withdrawn the four. questions after 
the information he sought was found to be in 
the commission’s files. 

The city-owned utility protested it was 
forced to-pay higher rates for or one 
similar consumers under a rate schedule 
as Wholesale Power Rate No, 1, and that KU 
had refused to negotiate a contract on terms 
or rates other than those included in WPR 1, 
which he termed “unjustly and unreasonably 
oon | ama against the city and the plant 
board.” 


The records Rider. demanded KU to- pro- 
duce so the city could establish -its case. in- 
cluded names of all customers buying energy 
for resale, copies of their contracts, rate 
schedules, and.monthly bills. 

He also asked the date the transmission lige 
connecting KU’s system with that of Louisville 
Gas & Electric Company at. the .Shelby- 
pate 3 line was energized and completed, 
= original cost of the line, and contracts KU 

has with Louisville Gas & Electric for power 
purposes. 


Louisiana 


Gas Tax Opposed 


AS and other industries and interests on 

May ‘Ist continuéd a parade of opposing 
witnesses at a state revenue code commission 
hearing on a proposal to increase the state 
gathering tax on natural gas, with most testi- 
mony being to the effect that the increase would 
hamper the state’s industrial growth. 

Witnesses included representatives of gas 
distributors, such as H. C. d,-vice pres- 
ident of Gulf States Utilities Company, who 
said the resulting increase would be “stagger- 
ing,” would, for instance, result in a $75,000 a 
year fuel cost increase at its planned generating 
plant at Lake Charles. 


wane by Public saves Commissioner 
ade -O. Martin, and others, Leonard said 
that Gulf States pays Interstate Natural Gas 
Compariy around 11 cents per thousand -feet 
for gas it sells in Baton Rouge to domestic 
consumers for more than 50 cents, and pays 10 
cents for gas it sells for industrial use. 
Possibility that the entire question might be- 
come moot as the result of atomic energy de- 
velopments was raised again by Pat Marr, in- 
dependent oil and gas operator, -who.said gas 
may be displaced as a fuel. Commission Chair- 
man H. Alva Brumfield had already held, how- 
ever, that such a possibility could be considered 
only as an additional incentive for the state to 
seek to get gas taxes “now.” 


Michigan 


Halt on Gas Heat Upheld 


HE Michigan Consolidated Gas Company 
decision to refuse house-heating services to 
new customers was sanctioned last month by 
members of the state public service commission. 
Approval of the company’s decision came 
after James H. Lee, assistant corporation coun- 
sel, announced that he would ask the Detroit 
city council’s approval of a petition to the state 
commission requiring the company to show 
cause for its action. 
Commission Chairman William J. McBrearty 
said “the company conformed to Federal or- 
ders during the.war and refused to add new 


space-heating customers but voluntarily lifted 
this ban last year. The lifting of the ban in- 
creased the company’s space-heating customers 
from 53,000 last October to 82,000 now.” 

McBrearty said the increase in customers ex- 
hausted the company’s available supply of gas 
and it therefore refused to accept more. new 
customers. 

“We agree that this must be the situation 
until Michigan gets more gas,” he said. 

Lee said the gas company’s action would 
work considerable hardship on persons planning 
to build new homes and on suppliers of such 
equipment. 

“It shall not go unchallenged,” he declared. 


Minnesota 


Old Gas Ordinance Dead 


SSERTING. he was anxious to “scotch the 
lies” about St, Paul’s present natural gas 
ordinance, William A. Parranto, public utili- 
ties commissioner, last month presented to the 
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city council an opinion by Bruce J. Broady, city 
attorney, that the measure is now in effect, 
Opponents of the proposed natural gas ordi- 
nance, which provides for. city-wide distribu. 
tion of 1,000-sru gas and was voied on at 
the city election April 30th, have maintained 
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that the city already has an ordinance under 
which 800-sru mixed gas could be distributed. 

In reply to a query by Paranto, Broady 
wrote this opinion: 

“You have asked whether in my opinion the 
city council could secure the use of 800-sTru 
gas in St. Paul under the ordinance now in 
effect. The answer is no.” 


Broady then ee gens os out = before mixed 
gas could be r the present 
measure, an salenae uate have to be passed, 
orderi tise oss a Saag Company 
to supply BTU gas fixing oe to 
be shaneed. 

St. Paul citizens voted 8 to 1 in favor of nat- 
ural gas at the April 30th election. 


New soa 


Weighs Rate Cut 


A= of $453,000 would be effected for 
60,000 customers of the New Jersey 
Power & Light Company under a rate revision 
plan submitted to the state public utility com- 
mission late last month, The company serves 
Warren, Essex, Hunterdon, and parts of Mor- 
ris, Somerset, and Union counties. 


The plan was submitted in accordance with 
a rate adjustment schedule ey by the 
commission March 22, 1944. Under the plan 
filed recently $166,000 would be applied to rate 
reduction during 1946 and 287,000 would be 
returned to consumers in billing credits. 

The application was taken under advisement 
by = commission, with early approval ex- 
pect 


® 
New York 


Commission Submits Report 


| oaeg utility rates in New York state were 
cut by $13,480,000 last year, Milo R. Malt- 
bie, chairman of the state —_ service com- 

mission, disclosed on May 5th 

The commission’s annual report, submitted 
on that date to Governor Thomas E, Dewey 
and the state legislature, added that electric 
rate cuts accounted for $11,000,000 of the re- 
duction, while bus fares went down by $1,- 


In addition, the report continued, reductions 
totaling about $2,300,000 in electric, telephone, 
and bus rates were negotiated last year to take 
effect January 1, 1946, or shortly thereafter. 
oe 5 ta for utility rate cuts is $14,460,000 
in 

Largest decreases last year resulted from 
mergers and consolidations of two big utility 
groups, the commission said. 

The Consolidated Edison system, New York 
ons “nt electric rates by about $6,300,000 

ly in connection with the commission’s 
speroral of of the see of Brooklyn Edison 


ork & Queens Electric 
zo and Company 
ie of operating units of the 
Hudson Power s —. ao a single 
— the Buffalo Niagara £ $1 son bod 
brought about a rate iin ‘a $1,500,000. 


Rates Called Excessive 


COMPLAINT seeking reduction of Consoli- 
dated Edison rates for electricity, and 
asking that the state public service commission 
undertake a broad investigation to determine 
fair rates and fair rate base was filed on May 
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2nd with the commission on behalf of thirty- 
one consumers of current. Among those join- 
ing in the complaint were domestic consumers, 
manufacturing and commercial corporations, 
and owners of office and loft buildings. A ma- 
jority of the complainants buy current under 
service classifications 9 and 10, which apply 
to large users, including submeterers. 

The complaint charged, moreover, that 
the rates are not related, as required by os 
to the fair value or proper rir, watt. 
no accurate determination has been ote oy as or 
the rate of return to be applied to the com- 
pany’s assets or as to the company’s operating 
expenses. 

Attached to the complaint was an affidavit by 
Dr. John Bauer, economist and rate specialist, 
which said that a recent study made by the 
Federal Power Commission showed the rate 
for ——— use in New York city exceeded 
fates charged in Chicago, Philadelphia, De- 
troit, and Los Angeles for the same amount of 
current. 


Bills on Grade erent? Vetoed 


Ce on Dewey vetoed without comment 
last month the Stephens b bill which would 
have stripped the state public service commis- 
sion of most of its present control over grade- 


crossing eliminations and vested them in the 
state superintendent of — works. The 
change had been urged by Park Commissioner 
Robert Moses of New York city. 

Another bill intended to expedite cross’ 
removals and to cut their costs was appr 
by the governor. It empowers the commission 
to order a relocation of a railroad when it 
appears to its satisfaction that such a course 


716 





mPOoeass aPs 


“Se Oe tt ee ~~ 


rT 


THE MARCH OF EVENTS 


would serve the public interest and would re- 
duce the number of eliminations required. 
On recommendation of the superintendent 
of public works, Mr. Sven venen 2 SE Sine 
would have increased the maximum width of 
busses from 96 to 102 inches. 

— bill that would have bed ep effect 
of s license requirements for opera- 
tors 0 trolleys, although that appar- 
ently was not the intent of its sponsors, was 


boy ; ission 
have effect until approved by the commission. 


Ohio 


Court to Rule on Utility Tax 


HE Ohio Supreme Court on May 2nd ac- 
cepted for review a suit a the va- 
lidity of a 2% per cent tax imposed by Youngs- 
the service of gas, electric, telephone, 

and water utilities. 

Mahoning County Common Pleas and Ap- 
pellate courts held the tax valid but ordered 
the money collected impounded until the su- 
preme court rendered its decision. 

The Youngstown tax was enacted as an 
emergency and became effective February 19, 
1945. It was terminated by its own limitation 


December 31, 1945. 

The Ohio ent of Taxation has been 
advised the only other ee now col- 
a es oS ere a rate 
of 5 none be dang sed upon gas, electric, and 
te ¢ tax is collected by utili- 
ties Guna ot supaier monthly bills to consum- 
ers, as Youngstown’s. 


The utilities pay the tax to the city treasurer. 
Briefs filed with the state supreme court in 
the Youngstown Case asserted that the ques- 
tion of validity of such a tax is of great public 
interest because many other municipalities are 
considering such a tax to help solve financial 
problems. The Youngstown and Columbus 
—_ are —-_ for the cities’ general funds 
ma‘ used to pay general operating 
Validity of the utilities tax was attacked in 
the Youngstown Case on Bal och that the 
oa  itgntien of the field of such taxation 


cause they = the gros recei 

The city and 
County po —eare the view that 
which are exempted from the general 
are subject to taxation by municipalities 
that the municipal tax does not add an 
tional tax to the gross receipts tax. 


ad 
Oklahoma 


Dam’s Return Step Nearer 


U. S. Senator Elmer Thomas of Oklahoma 

and Governor Kerr on May Ist won 
Budget Bureau approval for the return of the 
Grand gy eg = Authority to the state of 


Oklahoma, clearing the last major hurdle 
in the deal. 


Thomas, 
Harold D. Smith, had 
report on the al 
a short time, after a E 
Favorable reports ed 
all other interested government agencies, with 
exception of the Budget Bureau. 


Oregon 


Portland Sale Wins Approval 


Peaeee wale of Go. seated vines of 
Trt rtland Traction Company and the 
assets of the interurban railway line to the 
Portland 


was to follow within a few days, ac- 
cording to Lamar Tooze, attorney represent- 


the company 
ihre hundred Sued Sie cash be ad- 
ion to $200,000 good money wong 
on deposit with them, would be turned over 
the independent trustees. Final transfer oe a 
stock and all eee Sanee wre 
See es See org ag, tes 
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Pennsylvania 


Fare Hearing Set 


iy eet hearings on: proposed higher. fransit 
‘A’ fares ‘in ‘Philadelphia will -be held by the 
§tate public utility commission on June 25th, 
26th, and 27th. The dates were announced at 
Harrisburg recently by Commission Chairman 


John Siggins, Jr., after a PUC executive ses- _ : 
‘2 Sth, pending an investigation by the commis- 


sion. 

No decision is expected from the commission 
until after November 5th. In the interval, a 
commission order is keeping fares at present 


rates, ; 

. The Philadelphia Transportation Company 
asked the commissjon on April 3rd to permit 
fare increases, effective May. 5th, on all trolley 
and, subway-elevated lines, trackless trolleys, 
and five bus routes, 


Principal features of the request were a. 10: 
cent straight cash fare, instead of the present 
8-cent straight fare, and four tokens for 35 
cents, instead of two for 15 cents. Transfer 
privileges, however, were to be extended to 
cut the cost of some present combination rides: 

On April 9th the commission suspended the 
proposed increases for six months from May 


sion and public hearings at which the city and 
other possible opponents would have an op- 
portunity to fight the increase. 

First to appear in the June hearing, at which 
a member of the 5-man commission will be 
assigned to preside, will be PTC. itself... . 

“The company has the burden of justifying 
higher fares, and thus has the right to present 
its case first,” Siggins explained. 


Tennessee 


Transit Tie-up Avoided 


p hp of 700 Memphis streetcar and bus 

operators was called off on May Ist when 
union wage demands were met by the Memphis 
Street Railway Company. 


.Vernon Watts, secretary of the operators’ 
union, said concessions were made by: both 
sides.. Under the new contract, he said hourly 
wages of the operators were hiked-from 87 
cents to $1.05, and the mechanics were raised 
to $1.13 an hour, 


Washington 


Original Cost Determination 
Announced 


HE Federal Power Commission recently 

announced its determination of the actual 
legitimate original cost of the. completed por- 
tions of the gg river hydroelectric proj- 
ect of the city of Seattle. Out of a total of 
$20,129,833 claimed, the commission deter- 
mined $19,302,726 as the actual legitimate orig- 
inal cost of the completed portions of the proj- 
ect and disallowed $827,107. ; 

The portions of the licensed project which 
have been completed include Diablo dam and 
generating station, transmission lines and com- 
munication system from Diablo dam to Seattle, 
and the first step of Ross dam, named for the 
late J. D. Ross who pioneered the entire de- 
velopment for the city. 

Following the city’s filing of its initial 
claimed cost statements, members of the com- 
mission’s staff inspected the project property, 
‘examined and audited the city’s accounts and 
records, and questioned certain items of the 
claims. These included insurance, equipment, 
and interest on accumulated costs during a 
“¢onstruction shutdown period of some two 
years and eight months during the depression 
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of the early 1930’s, and a credit for the esti- 
mated value of stored water in Diablo reser- 
voir. 

A conference on the questioned items was 
held in Seattle in August, 1945, between mem- 
bers of the commission’s staff and representa- 
tives of the city. Represeritatives of the state 
auditor of Washington attended this confer- 
ence at the invitation of the commission. As a 
result of the conference, understandings - were 
reached whereby the city filed revised claimed 
cost statements reducing the totals claimed for 
the completed portions of the project to $19,- 
302,726 and eliminating a net amount of $827,- 
107. The reductions applied only to Diablo dam 
and generating station and the transmission 
and communication system, there being no ex- 
ceptions to the costs claimed for the first step 
of Ross dam, ; 

The commission’s order directed the li- 
censee, in so far as it has not already done so, 
to adjust its project plant accounts by dispos- 
ing of the net reduction of $827,107 by charg- 
ing $112,298 to Account 250, Reserve for De- 
preciation of Electric Plant, to clear that ac- 
count of the accrued depreciation applicable to 
the total net reduction, and by charging 
remainder of $714,809 to Account 271, Earried 
Surplus. : 
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Utility Rulings 


Federal Control of Power Project Not 
To Be Fettered by State Laws 


HE Supreme Court has reversed the 

judgment of the United States 
Court of Appeals for the District of ‘Co- 
lumbia which sustained the opinion of 
the Federal Power Commission that a 
license for a power project cannot be 
granted until the applicant submits evi- 
dence of compliance with state law. A 
dual final authority with a duplicate sys- 
tem of state permits and Federal licenses 
required for each project, said the court, 
would be unworkable. 

The commission, in (1944) 52 PUR 
(NS) 82, had dismissed an application 
for a license to construct a power project 
on Cedar river in Iowa for the reason 
that the applicant had not presented satis- 
factory evidence, pursuant to § 9(b) of 
the Federal Power Act, of compliance 
with the requirements of applicable laws 
of the state of Iowa, The lower court 
upheld this ruling in (1945) 60 PUR 
(NS) 353, holding that the Federal Pow- 
er Act contemplates a dual system of 
control and the exercise of appropriate 
powers by both governments. 

An Iowa statute was alleged to require 
the issuance of a permit by the executive 
council of the state. The Supreme Court 
said that to require the applicant to se- 
cure such a permit would vest in the 
state authorities a veto power over the 
Federal project. Such a veto power easily 
could destroy the effectiveness of the 
Federal act. It would subordinate to the 
control of the state the comprehensive 
planning which the act provides shall de- 
pend upon the judgment of the Federal 
Power Commission or other representa- 
tives of the Federal government. 

A feature of the project commending 
it to the Federal Power Commission was 
its diversion of substantially all of the 
waters of the Cedar river near Moscow 
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to the Mississippi river near Muscatine. 
A provision of the state law seemed to 
prohibit diversion as proposed. The court: 
said: 
Compliance with state requirements that 
are in conflict with Federal requirements may 
well block the Federal license, For example, 
compliance with the state requirement, dis- 
cussed above, that the water of the Cedar. 
river all be returned to it at the nearest. 
practicable place would reduce the project 
to the small one which is classified by the 
Federal Power Commission as “neither de- 
sirable nor adequate.” Similarly, compliance 
with the engineering requirements of the 
state executive council, if additional to or 
different from the Federal requirements, 
may well result in. duplications of- expendi. 
tures that would handicap the financial suc- 
cess of the project. Compliance with re- 
quirements for a permit that is not tobe 
issued is a procedure so futile that it cannot 
be imputed to Congress in the absence. ofan 
express provision for it. 


To the extent that the Federal Power 
Act separates those subjects which re- 
main under the jurisdiction of the states 
from those delegated to the United States, 
the act establishes a dual system of con- 
trol, but this consists merely of the divi- 
sion of the common enterprise between 
two cooperating agencies of the govern- 
ment, each with final authority in its own 
jurisdiction. The duality does not require 
two agencies to share in the final deci- 
sion of the same issue, said the court. 

The act, the court continued, leaves to 
the states their. traditional. jurisdiction 
subject to the admittedly superior right 
of the Federal government to regulate 
interstate and foreign commerce, admin- 
ister the public lands and reservations of 
the United States, and in certain cases 
exercise authority under the treaties of 
the United States. These sources of con- 
stitutional authority are all applied in the 
Federal Power Act to the development of 
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navigable waters. Local authorities still 
have jurisdiction over such questions as 
the sufficiency of legal title to riparian 
rights or as to the validity of local fran- 


chises, if any, relating to proposed intra- 
state public utili as service. First Iowa 
Hydro-Electric Coéperative v, Federal 
Power Commission (No. 603). 


@ 
Wholesale Gas Rate Applicable to Industrial 


Village 


NEw rate schedule filed by the At- 
lanta Gas Light Company to be ap- 
plicable to gas used in villages owned or 
provided by industrial plants in connec- 
tion with their operation, where all such 
gas service was provided through a sin- 
gle meter installation, was disapproved 
by the Georgia commission. The schedule 
was designed to make the rate compara- 
ble to the company’s residential rate. 
The company based its arguments on 
two points: (1) the fact that an actual 
out-of-pocket loss was sustained on all 
gas sold for use in industrial village 
houses, and (2) that discrimination 
should be prevented by establishing sub- 
stantially the same rate as is applied to 
retail domestic consumers of the utility. 
The commission said there was good rea- 
son to provide a rate which would not 


Service 


cause a loss on this class of business, but 
the question of discrimination was some- 
what remote, inasmuch as the rate did not 
apply to ultimate consumers and resale 
to ultimate consumers was prohibited. 
The sale of gas through a single meter 
installation for distribution to ultimate 
consumers was termed a wholesale trans- 
action which should command a rate low- 
er than the established rate for retail 
service, especially since none of the facil- 
ities beyond the individual meter instal- 
lation were owned or maintained by the 
gas company. 

A whalesle rate of 50 cents per thou- 
sand was prescribed upon a showing that 
the company paid 30 cents per thousand 
for gas purchased. Edgar Brothers Co. v. 
Atlanta Gas Light Co. File No. 19367-1, 
Docket No. 7857-A). 


ze 


Action Deferred on Bond Proposal Pending 
More Complete Plans 


HE New York commission deferred 

final action on a petition of the 
Rochester Telephone Corporation for au- 
thority to issue, and sell without competi- 
tive bidding, $6,238,000 first mortgage 
bonds at 2} per cent to refund outstand- 
ing 2} per cent bonds and 34 bonds. The 
company has outstanding a $1,200,000 
unsecured 2 per cent demand note and a 
$1,600,000 unsecured 4 per cent demand 
note. It is planning to change over to 
dial operation. 

The proposal before the commission, it 
was said, dealt with only one of the finan- 
cial problems before the company. Com- 
missioner Burritt, speaking for the com- 
mission, said : 


In view of these facts and 


ly the 


on one of the 


demand notes and the demand for future 
=_—_ a piecemeal consideration of the finan- 
cial program of the company seems inad- 
visable and, before action is taken on the 
company’s pro , the commission should 
have before it a plan dealing with at least 
provision for refunding the demand notes 
=—s know what is contemplated as to future 
mi .. is = possible that with the low 
now prevailing, provision 

Heald, he ae made for refunding one or both 
of the demand notes and possibly for ex- 
penditures on new equipment in and as a part 
a os issue to refund its first mortgage 


ion of whether the 
d not be sold through 
case coming 
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The company also has omsmading S208- ~ v0 would save the company, over the 


first pre. 

stock, series A. In view of the marked suc- 

cess other companies in this state have re- 
in ing preferred stock is- 


3 
4 
% 
8 


subsequently, a new issue o —_ stock 
at a much lower rate than that now being 


paid. 
In a dissenting opinion, Commissioner 
Eddy pointed out that the refunding pro- 


e of the issue, substantially $1,500,000. 
Further delay and additional expenses 
which must be incurred in connection 
with registration with the Securities and 
Exchange Commission if competitive 
bidding were followed would result in 
additional cost. He said there was no evi- 
dence that the bonds could presently be 
sold at a more favorable price, but that 
all the evidence was to the effect that this 
was an advantageous sale. Re Rochester 
Telephone Corp. (Case 12193). 


2 
Competitive Bidding Requirements under 
California Rule 


HE California commission, after as- 

serting its jurisdiction to adopt a 
competitive bidding rule, has ordered 
that utilities invite, publicly, written 
sealed bids for the purchase of their se- 
curities except in certain cases outlined 
by the commission. Concerning the ex- 
tent of the application of the rule, the 


not exceed $1,000,000. Further, the rule 
should not apply to any security exchanged 
by the issuing utility with its existing se- 
curity holders exclusively, where no com- 
mission is paid for soliciting such ex 

or to any security offered to existing security 
holders pursuant to any preémptive right or 
privilege. Further, it should not apply to any 
securities issued in exchange for ou i 
securities in connection with any bona fide 
reorganization or financial adjustment pur- 








commission said : aad ot a aetat'an 
8 Spee . a decree court © 

The commission is advised that the Se- _—_ jurisdiction, Neither should it apply to the 
curities and Exchange Commission regards —_— conventional conditional sales contracts, if 
an invitation for bids as a public offering they are payable within five years after date, 
for sale of securities under the Securities nor to notes payable in not more than five 
bm Fs 1933, and bees _— — Bonn years word dete provided no fee or remunera- 

segistration ears Site: dec 

ment has been le fed with Ae commission ~ tion is paid for negotiating the loan. 

y, it declared in effect. Because of this situ- Re Competitive Bidding Rule for Public 
ation, we believe that this commission’s rule ope ene s.r 
should at the outset not apply to an issue Utility Securities (Decision No. 38614, 
of securities, the total proceeds of which do Case No. 4761). 


2 
Rate Decision Not Controlled by Promises 
Of Real Estate Developers 


TATEMENTS made by sellers of tract P No sales coqeeeet, deeds, or other written 
i in- locuments mitted contained any provi- 
lots that flat rate water service in ius far 6 Gaeee cneie oe 2 ow 


stead of measured service would be sup- _rate charge or on any other basis. Petitioners 
plied do not prevent a commission from did, however, present copies of advertise- 
fixing proper rates. The California com- § ments and circulars prepared by 
mission, in denying a petition to eliminate farms, nc. relating to the sale of ie 
measured water service, received testi- shat water can deat at a flat rate of $2 
mony that the president of the company _— per month. While alluring and misleadi 
which had developed a real estate tract, statements may have been made to pur- 
and who was also manager of the water Chasers and p ve buyers of lots in this 
tract the water supply and the 
system, had assured buyers of a $2 rate to for water service, such 
monthly flat rate. The commission said: —_ promises Bm Ae transactions are whol- 
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ly beyond the jurisdiction and control of this 
commission. We are, however, directly faced 
with a practical problem and that is the 
continuation of water service to the people 
residing in this subdivision, This can be as- 


sured only if the owner of the utility can 
avoid continued operation at a loss. = 
Re Meeker (Decision No. 38617, Appii- 
cation No. 22864). 


9: 
Use of Tax Accruals Ahead of Payments 
Affects Working Capital Allowance 


N a rate.proceeding where the record 
I showed. tax accruals ahead of pay- 
ments were intermingled and used by a 
utility in part as working cash, the Cali- 
fornia commission stated it was neces- 
sary to take cognizance of such use when 
making allowance for that portion of the 
cost of working cash that should be borne 
by the ratepayer. It also declared that, as 
a general rule, nonoperating income and 
expense and amounts recognized as tax 
deductions, but excluded from operating 


expenses in determining rate of return, 
should not affect the amount of taxes as- 
signable to utility operations. However, 
there are certain such items which are 
properly reflected in the computation of 
income taxes, the largest of which is bond 
interest. 

A rate of return of 6.28 per cent for 
the company’s gas department operations 
was held to be reasonable. Re Pacific Gas 
& Electric Co. (Decision No. 38638, Case 
No, 4749). 


e 


Meter Acquisition from Submeterers 


Reo New York commission, after 
considering proposals of the Con- 
solidated Edison Company concerning 
the ‘terms upon ‘which it would purchase 
electric meters from those. who decide 
to discontinue the practice of submeter- 
ing, directed the company to revise its 
proposals to meet criticisms made by the 
commission. 

The principal source of criticism of 
those who opposed the plan was the re- 
fusal of the company to continue to pur- 
chase direct current meters. They as- 
serted that the company would have an 
inadequate supply of these meters. The 
company maintained that it had a suffi- 
cient stock and it recognized its obliga- 
tion of providing an adequate supply of 
these meters when required. 

--It-was admitted that direct current 
service was on the wane. The commission 
said that it would not be justified in re- 
quiring the company to purchase direct 
current meters, even considering the fact 
that the company. was originally respon- 
sible for the continuation of direct cur- 
rent service and the introduction and 
continuation.of submetering. 
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The objectors also asked that the 
company be required to purchase all the 
various types of alternating current 
meters it had been purchasing in the 
past, even though they might be obsolete. 
The commission said : 


Apparently, the theory of the submeterers 
is that they may live off the fat of the land 
in good times but that when the equipment 
which they must provide and maintain. in 
order to carry on submetering business be- 
comes obsolete or of little or no value and 
they wish to Ry out of business, the Edison 
Company should stand ready to acquire what- 
ever equipment they may wish to turn over. 

This theory does not appeal to us. The 
submeterers are not regulated by the com- 
mission. Certain groups have succeeded re- 
peatedly in preventing the enactment of laws 
placing them under the same kind of regula- 
tion applicable to central station companies. 
Submeterers may install any sort of a meter; 
there are no inhibitions in any city o 
or in the statutes which specify what meters 
may be used and what meters may not be 
used, 

If submeterers were required to meet 
the standards established by the commission 
as applicable to central station service, their 
activities in certain directions- would be 
greatly restricted and improved. There is 
no reason why the central station compan 
which has been deprived of business 
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THE LATEST UTILITY RULINGS 


the activities of the submeterers should stand 
ready to take obsolete equipment off their 
hands, particularly in view of the fact that 
through these many years there has been an 
opportunity of ridding themselves of meters 
which were becoming obsolete. 


The point was stressed that, whatever 
the company might pay for the meters, 
entriés in the property account should be 
at original cost. 

Consolidated Edison had used straight- 
line depreciation in. determining’ its 
prices, and the commission pointed out 
that in a rate case it should not ignore 
the straight-line method and revert to 
“obsolete ideas and practices.” A 30-year 


meter life was criticized, the commission 
stating: 

The company witness said that he thought 
it was the life -used by the company ‘for 
Federal. tax purposes presumably for . de- 
termining the amount that should be .de- 
ducted for accruing depreciation in deter- 
mining taxable income. 

If this is correct, the use of a 30-year 
life for each and every type -is’ open to 
criticism, for in this proceeding we are not 
attempting to determine what is the average 
life of all meters but the useful life of the 
survivors which is quite different in a pro 
erty of considerable age. 


Re Consolidated Edison Co. of New, 
York, Inc. (Case 12137). ' 


7 


Commission Reversed on 


n order of the Pennsylvania commis- 
A sion canceling a bus company’s 
certificate of convenience and necessity 
was- reversed by the superior court of 
that state because of the insufficient evi- 
dence on which its finding of inadequate 
service was based. Failure to keep to 
bus schedules on icy hills and using 
equipment in disrepair because of war- 
time shortages were not considered sub- 
stantial evidence on which a conclusive 
finding of inadequacy of service might 
be based. 


Cancellation of Certificate 


Some effort was made on appeal to 
show that additional support for the 
commission ruling existed but was not 
presented at the hearing and, therefore, 
was not in the record. To this the court 
replied that it is imperative to preserve 
essential rules of evidence by which 
rights are defended or asserted even 
though the commission, acting in a quasi 
judicial capacity, is not bound by the 
rigid legal rules of evidence. Re Shenan- 
doah Suburban Bus Lines, Inc. 46 .A2 
26. a 


@ 


Other Important Rulings 


CALIFORNIA court, in considering an 
appeal from a commission decree of 
condemnation in favor of a municipal 
utility district against several private util- 
ities, dismissed a contention that the 
properties to be condemned were insuff- 
ciently described, on the ground that the 
commission’s finding of sufficiency of de- 
scription set the question at rest and fore- 
closed reéxamination by the court. Sacra- 
mento Municipal Utility Dist. v. Pacific 
Gas & E. Co. 165 P2d 741. 


The Pennsylvania commission author- 
ized the administratrix of a certificate 
holder’s estate to withdraw an application 
for authority to transfer the decedent’s 
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certificate pursuant to contract, where it 
was shown that such withdrawal would 
not adversely affect public interest, and 
the injury, if any, to the contractual 
transferee would result from breach of 
contract, a matter which could not be re- 
lieved by the commission. Re Akwine 
(Application Docket No. 62984, Folder 
2). 


The California commission dismissed 
complaints charging undue preference 
and prejudice in electric zone rates, hold- 
ing that the mere showing of a difference 
in such rates does not in itself establish 
that the difference is an undue or. un- 
reasonable one, and that where the record 
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sues under the a Act §§-——— 


fails to show a similarity of basic zone 
conditions a conclusion that the rates are 
prejudicial is unwarranted. Grant-Pa- 
cific Rock Co. v. Southern California 
Edison Co., Letd. (Decision No. 38579, 
Case Nos. 4733, 4734). 


The California commission, although 
stating that it generally does not favor 
commitments of long duration, approved 
electric energy contracts between two 
utilities where the length of such con- 
tracts was related directly to basic con- 
tracts, they were so drafted as to react 
to future cost changes, and would con- 
tribute to an economical use of capital 

ditures. Re Southern California 
Edison Co., Ltd. et al (Decision No. 
38628, Application No. 27120). 


The California commission ruled that 
when it is contended that rates should be 
canceled because they have become 
“dead,” it must be affirmatively shown 
that they are no longer used and that 
there is no reasonable expectation of 
their being needed in the near future. 
Re San Francisco Drayage Rates (De- 
cision No, 38651, Case No. 4084). 


The California commission held that 
increased truck rates were justified upon 
a showing that operations had been con- 
ducted at a loss and that the proposed 
increase would not produce excessive 
earnings. Re Valley Express Co. et al. 
(Decision No. 38600, Application No. 
25784). 


The issuance of preferred stock by a 
subsidiary of a holding company, to be 
exchanged for its outstanding. preferred 
stock, was exempted from the competi- 
tive bidding requirements of Rule U-50 
where the proposed issue had been the 
subject of informal discussion with the 
Securities and Exchange Commission’s 
staff and had been approved by the state 
commission having jurisdiction, prior to 
the commission’s announcement of policy 
that in future cases preferred stock is- 


Note.—The cases above referred to, where decided 


should ordinarily be submitted to com- 
petitive bidding. Re Alabama Power Co. 
(File No. 70-1226, Release No. 6472), 


Where a telephone company had con- 
tracted for conversion of its system from 
magneto switchboard to common battery 
service and was planning to change from 
grounded lines to metallic lines, the Illi- 
nois commission authorized increased 
rates, to be effective coincident with the 
cut-over to common battery service with- 
out further notice, since the company 
would not be advised of the cut-over long 
enough in advance to enable it to file pro- 
enw rates on 30-day notice. Re Tam- 
pico Farmers Mutual Telephone Co. 
(33336). 


The Securities and Exchange Com- 
mission denied effectiveness to a declara- 
tion of a holding company regarding the 
proposed sale of utility assets to a non- 
affiliated subsidiary of a holding com- 
pany where it did not appear that com- 
petitive conditions were maintained. A 
possible purchaser, according to the com- 
mission, had been led to believe that a 
deal had been closed and, therefore, it 
did not submit a higher bid than an 
amount earlier suggested. Re Interstate 
Power Co. et al. (File Nos. 70-1164, 70- 
1170, Release No. 6516). 


The Pennsylvania commission held 
that a water utility’s intention to discon- 
tinue utility operations because of a sharp 
decrease in revenue did not constitute a 
valid excuse for failure to maintain ade- 
quate water service. Getter v. Lechau- 
weki Springs Water Co. (Complaint 
Docket No. 14093). 


The Wisconsin commission denied a 
telephone utility’s application for au- 
thority to increase rates, after finding 
that its present 6 per cent return on a net 
book value rate base was reasonable. Re 
Morley Teleph. Co. (2-U-2117). 


courts or tory commissions, 


will be published in full or abstracted in Public Utilities Reports. 
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SECURITIES AND EXCHANGE COMMISSION 


Re New England Power Association 
et al. 


File Nos. 54-92, 59-14, 54-19 
Release No. 6470 
March 14, 1946 


PPLICATION under § 11(e) of Holding Company Act for ap- 
A proval of proposed holding company simplification plan 
to effectuate compliance with § 11(b) of the act; approval 

granted. 


Corporations, § 22 — Reorganization — Holding company simplification — Neces- 
sity of plan. 
1. A plan filed under § 11(e) of the Holding Company Act, 15 USCA 
§ 79k(e), is necessary to effectuate the provisions of § 11(b) of the act 
where it will result in a single holding company in place of the existing 
holding companies and will thus effectuate compliance with the great grand- 
father provision of the act, where the plan will simplify the corporate struc- 
ture by eliminating eighteen different security issues and substituting there- 
for only two classes of securities, thus resulting in the improvement of the 
present overcapitalized structure by the reduction of senior securities of 
the holding company and its subholding companies held by the public, 
where it more equitably distributes voting power among the security hold- 
ers of the holding company system, and where it will enable the electric 
properties in the system to be retained under a common ownership and 
afford additional economies in the operation of such properties as a single 
interconnected and codrdinated system by the elimination of the existing 
subholding companies, p. 14. 
Corporations, § 22 — Reorganization — Holding company simplification plan — 
Stock allocation. 
2. The proposed exchange of stock for presently outstanding shares of a 
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holding company and its subholding companies held by the public, to ef. 
fectuate simplification of a holding company system, must be tested to 
determine whether each class of securities of the holding company system 
is to receive its equitable equivalent under the plan, p. 17. 


Corporations, § 22 — Reorganization — Exchange of securities — Equitable 
equivalent. 

3. In determining the equitable equivalent of securities being surrendered 

in exchange for new securities pursuant to a holding company simplifica- 

tion plan, consideration must be given to the entire set of rights and limi- 


tations of the securities in the business context of the issuer. apart from 
the impact of § 11 of the Holding Company Act, 15 USCA § 79k, p. 17. 


Revenues, § 2 — Estimates for the future — Holding company simplification — 
Stock allocation. 
4. In considering past earnings as a guide to reasonably foreseeable earn- 
ings applicable to a holding company system, a 7-year average, which ex- 
cludes hurricane and war years, is more significant than a 10-year average, 
including the hurricane and war years, for the purpose of allocating stock 
pursuant to a holding company simplification plan, p. 19 


Corporations, § 22 — Reorganization — Holding company simplification plan — 
Fairness of stock allocation. 
5. Stock allocations provided in a holding company’s simplification plan, 
which partly compensate certain of the claims of preferred shareholders 
in cash, are not unfair merely because such treatment may have different 
tax effects upon different groups of security holders, p. 27. 


Corporations, § 22 — Reorganization — Holding company simplification plan— 
Fairness to security holders. 
6. So long as full compensatory treatment is given to a class of security 
holders, such class may not complain that it is being satisfied partly in 
cash and partly in securities while other security holders are receiving only 
securities, or different amounts of cash and securities, under a holding 
company simplification plan, p. 27. 


Corporations, § 22 — Reorganization — Allocation of common stock — Contract 
factor. 
7. A plan filed to comply with the requirements of § 11 of the Holding 
Company Act, 15 USCA § 79k, which is found to be necessary to accom- 
plish such purposes and to accord to security holders the equitable equiva- 
lent of their rights is not objectionable solely because the plan cuts across 
the contract rights of the security holders affected, p. 31. 


Corporations, § 22 — Reorganization — Holding company simplification plan — 
Fairness of stock allocation. 
8. Stock allocations pursuant to a holding company simplification plan are 
fair and equitable to the security holders affected, where the plan will in- 
crease consolidated net income of the holding company system, where the 
new stock to be issued in lieu of existing stock, although showing lower 
earnings, will be of substantial better quality, and where all the public 
owners of preferred shares in the holding company system will receive 
an increase in the net return, p. 41. 
Corporations, § 22 — Reorganization — Holding company simplification plan — 
Fairness of plan. 
9. A plan filed by a-holding company and its subsidiary holding companies 
63 PUR(NS) 2 
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RE NEW ENGLAND POWER ASSOCIATION 


under § 11(e) of the Holding Company Act, 15 USCA § 79k(e), provid- 
ing that all the public utility operating companies now in the system will 
be direct subsidiaries of a single holding company which will have a capital 
structure of only debt securities and common stock outstanding in lieu of 
eighteen classes of holding company securities now outstanding, providing 
for the assumption of the funded debt of the present holding company and 
a replacement thereof by a new issue of debt securities, and for the dis- 
tribution of cash and new common stock in exchange for the outstanding 
preferred and common stock of the existing holding companies was deemed 
fair and equitable, where the respective holders of each class of securities 
of the holding company would receive the equitable equivalent of their 


existing rights, p. 56. 


APPEARANCES: Ropes, Gray, Best, 
Coolidge & Rugg, by John R. Quarles, 
Boston, Mass., Ely, Bradford, Thomp- 
sn, & Brown, by Joseph B. Ely, 
Boston, Mass., Frederick J. Dunn and 
Leeds A. Wheeler, Boston, Mass., for 
New England Power Association, 
Massachusetts Power and Light Asso- 
cates, North Boston Lighting Prop- 
erties, The Rhode Island Public Serv- 
ice Company, Massachusetts Utilities 
Associates Common Voting Trust and 
Massachusetts Utilities Associates; 
Robert F. Krause, Harlow B. Lester, 
and Bernard S. Kanton, for the Pub- 
lic Utilities Division of the Commis- 
sion; Winthrop, Stimpson, Putnam 
& Roberts, by James A. Austin, New 
York city, and Hinckley, Allen, Til- 
linghast & Wheeler, by Arthur M. 
Allen, Providence, R. I., for preferred 
stockholders committee of The Rhode 
Island Public Service Company; B. A. 
Brickley, Boston, Mass., Trustee for 
International Hydro-Electric System; 
L. J. Catheron, Boston, Mass., for 
International Hydro-Electric System; 
Henry F. Knight, Boston, Mass., and 
Lyons & Black, by John A. Lyons, 
and Lawrence Black, Boston, Mass., 
for Colonel Charles A. Tenney and 
other $2 preferred stockholders of 
Massachusetts Power and Light Asso- 


ciates; Herrick, Smith, Donald, Far- 
ley & Ketchum, by Henry R. Guild, 
Boston, Mass., for certain holders of 
$6 preferred stock of New England 
Power Association; John Q. Tilson, 
New Haven, Connecticut, pro se; 
Matthew Lahti, Boston, Mass., pro 
se. 


By the Commission: 


Introduction 


New England Power Association 
(NEPA), a_ registered holding 
company, and its subholding com- 
panies, Massachusetts Power and 
Light Associates (MP&L), North 
Boston Lighting Properties (NOBO), 
The Rhode Island Public Serv- 
ice Company (RIPS), Massa- 
chusetts Utilities Associates Common 
Voting Trust (MUA Trust) and 
Massachusetts Utilities Associate 
(MUA), on March 6, 1944, filed 
an application for approval of a Plan 
of Simplification (original plan) for 
the purpose of complying with the pro- 
visions of § 11(b) (2) of the Public 
Utility Holding Company Act of 
1935, 15 USCA § 79K (b) (2), and 
with the order of this Commission 
dated. March 17, 1943, thereunder." 





1Re International Hydro-Electric System, 
Holding Company Act Release No. 4168. 
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We had previously instituted pro- 
ceedings pursuant to § 11(b) (2) of 
the act directed to the above-named 
applicants, and by our order of March 
17, 1943, directed them to take, or 
cause to be taken, such action as might 
be necessary for the liquidation and 
dissolution of MUA Trust and for the 
elimination of MP&L, NOBO, RIPS, 
and MUA as holding companies in 
the NEPA holding company system 
and to submit to this Commission a 
plan or plans to effect compliance with 
the foregoing. 

The original plan contemplated the 
liquidation and dissolution of MUA 
Trust and the combination of the other 
holding companies into a single reor- 
ganized holding company, and it was 
proposed that the reorganized holding 
company have outstanding $60,000,- 
000 principal amount of funded debt, 
2,594,423 preferred shares with a divi- 
dend preference of $2 per share and 
5,227,368 common shares. 


Public hearings on the original plan 
were held from time to time during 
the spring and summer of 1944. 
Various interested security holders 
and a preferred stockholders’ commit- 
tee for The Rhode Island Public Serv- 
ice Company $2 cumulative preferred 
stock entered their appearances and 
were granted limited participation as 
provided in Rule XVII of our Rules 
of Practice. 


On May 28, 1945, applicants ad- 


dressed a letter* to the Commission 
stating that the staff had advised them 
that it would be obliged to oppose the 
approval of the original plan unless the 
amount of senior securities contem- 
plated by such plan was substantially 
reduced. In this letter the applicants 
expressed the view that if the proposed 
issuance of preferred shares were 
eliminated from the original plan it 
would be appropriate to increase the 
amount of funded debt in order to have 
additional cash for allocation, together 
with new common -shares, to the 
present holders of certain classes of 
preferred shares of some of the sub- 
holding companies. The Commis- 
sion, on June 1, 1945, issued a State- 
ment of Tentative Conclusions® indi- 
cating that with a new capital struc- 
ture consisting solely of funded debt 
and common stock it would be within 
permissible limits for the reorgan- 
ized holding company to have approx- 
imately $85,000,000 of debt, provided 
appropriate protective provisions were 
adopted, including an adequate sink- 
ing fund and effective restrictions with 
respect to dilution of debt coverage‘ 

On June 21, 1945, the applicants 
filed an amended plan which contem- 
plates the same general program and 
embodies the same basic features 
as the original plan. However, the 
amended plan proposes that the 
new holding company have out- 
standing only two classes of se- 





£For details of events preceding the Com- 
mission’s receipt of this letter, see Re New 
England Power Asso. Holding Company Act 
mi kg No. 5839, June 1, 1945. 


4In stating our tentative conclusions we 
were not expressing a final judgment on the 
problems of fairness or any other aspect of 
the proposed original plan. We _ indicated, 
however, that if the applicants wished to file 
an amended plan proposing a new capital 
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structure for the reorganized holding company 
within the limits expressed in our tentative 
conclusions the matter would be set down for 
hearing. Furthermore, we made it plain that 
all interested persons would have a full op- 
portunity to present their views and to urge, 
if they so desired, that the original plan or 
any varticular feature of it be adopted in the 
ultimate determination of an appropriate plan 
to meet the requirements of our order of 
March 17, 1943. 
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RE NEW ENGLAND POWER ASSOCIATION 


urities, namely, $85,000,000 prin- 
dpal amount of debt and 6,695,075 
ommon shares of $20 par value 
yr share. After appropriate notice, 
hearings were held on the amended 
jan. The applicant companies 
fled a brief in support of its 
amended plan of simplification and a 
sumber of participants filed briefs in 
opposition thereto, and we heard oral 
agument. Thereafter, on Novem- 
ber 5, 1945, the applicant companies 
fled a further amendment setting 
forth in full the amended plan now 
under consideration and requesting 
that the record in this proceeding be 
reopened in order to introduce further 
evidence relating to said amended 
plan. A hearing was held on Novem- 
ber 29, 1945, at which time the record 
was closed. Since no stockholder of 
the applicant companies or other in- 
terested party has argued that the 
original plan or any particular feature 
of it be adopted, our consideration will 
be given only to the proposals in the 
amended plan. 

On the basis of the record, briefs, 
and arguments, we make the follow- 
ing findings : 


Description of Amended Plan 


The amended plan proposes the ter- 
mination of the MUA Trust and the 
substitution of a single holding com- 
pany for NEPA and its other sub- 
holding companies. The single hold- 
ing company will be a Massachusetts 
voluntary association, registered as a 
holding company under the Public 
Utility Holding Company Act of 
1935. It will own all the assets of 
NEPA and its subholding companies 
subject to all their liabilities. For 
this purpose, the applicants propose to 
amend the present Declaration of 
Trust of NEPA to conform to the 
provisions of the amended plan, in- 
cluding a change of name to New Eng- 
land Electric System (NEES). 

NEES would issue $85,000,000 
principal amount of debt securities,* 
the proceeds from which are to be 
used in part for the discharge of the 
publicly held funded debt of NEPA 
and its subholding companies. The 
balance of the cash preceeds, together 
with additional cash from the com- 
pany’s treasury, will be used for the 
cash payments proposed to be made 
to the public holders of preferred 





_5The consummation of the amended plan 
is conditioned on the prior or simultaneous 
issuance and sale of the new debt securi- 
ties. 


MUA debt to bank 


Principal 
Amount 


@Debt of NEPA and its subholding com- 
panies as at December 31, 1944: 


Proposed Payment 
Amount % of Principal 


$3,000,000 100.00 


$3,000,000 
12,687,350 
21,619,000 


NOBO debt to bank 
NEPA 5% debentures, due 1948 
NEPA 54% debentures, due 1954 


12,687,350 100.00 
21,727,095 100.50 
23,312,315 101.00 


$60,387,850 $60,726,760 


The NEPA 5 per cent debentures and the 
NEPA 54% debentures are presently re- 
deemable in whole or in part on any interest 
date on sixty days’ notice at 1004 and 101, 
respectively, 


The amended plan also provides that the 
proceeds of the funded debt to be issued by 
NEES will be used to discharge the funded 
debt of NEPA, MUA, and NOBO or any 
indebtedness incurred to refund such debt. 
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stocks of NOBO, MP&L, MUA, and 
RIPS, as described below. 

NEES proposes to issue 6,695,075 
common shares having a par value of 
$20 per share. The distribution of the 


new common shares and cash pro- 
posed to be made to the various public 
stockholders of NEPA and its sub- 
holding companies is shown in the fol- 
lowing table: 


Taste I 
Presently Outstanding Securities Held by the Cash and Common Shares ® of NEES 


Public 7 


NOBO 


For each preferred share ...cccccccsccsees 
For each common share ........sseeecesees 


MP&L 


For each $2 te pie SE ane liunaied. Sacer 
nd preferred share ........... 
ee SE I BIS oc onc cecckeccsees 


For each $2 
RIPS 


For each preferred share ............eee00. 
Or EE Ra  GROD aedsaddcacesceccsis 


MUA 


For each preferred share ..............000- 


For each common share 9 
NEPA 


For each 6% preferred share .............. 
For each $2 dividend preferred share ...... 
For each common share ...........seeeeees 


The amended plan further provides 
that if dividends are not declared from 
and after January 1, 1945, and prior 
to the consummation date herein, an 
amount in cash equal to the deficiency 
shall be added to the securities deliv- 
erable in the respective exchanges for 
publicly held shares under the amend- 
ed plan as follows: dividends on the 
NOBO preferred, MUA preferred and 
the RIPS preferred and Class A 


eeeeeee ee 


© teeeeee 


eeeeeeeee 


eee een eee 


eee eeeeee 


to Be Issued in Exchange 
$36 and 1 share 


2 shares 


$8 and 1-1/10 shares 
3/100 of a share 
1/100 of a share 


$16.50 and 1 share 
3-3/4 shares 


$16.50 and 1-1/2 shares 
15/100 of a share 


5-4/10 shares 

1-8/10 shares 

65/100 of a share 

shares at the full rate until the effective 
date of the amended plan; and divi- 
dends on the MP&L $2 preferred, the 
NEPA 6 per cent preferred and $2 
dividend preferred and the NOBO 
common shares to the extent of cor- 
porate net income applicable thereto 
from January 1, 1945, to the effective 
date, but such dividends on the pre- 
ferred shares of MP&L and NEPA 
shall not be in excess of the full rate 





7There are also presently outstanding in 
the hands of the public warrants, fractional 
warrants, scrip certificates, and share trust 
certificates which are to receive in exchange 
certain new common shares and cash. The 
amended plan provides that the scrip certifi- 
cates representing 23 preferred shares and 2% 
common shares of NOBO, the fractional war- 
rants representing 47 preferred shares of 
MUA, the voting trust certificates for 119 
common shares of MUA, and the fractional 
warrants of NEPA representing 14 of the 
6 per cent preferred shares and 7 common 
shares may all be exchanged for whole shares, 
or for the new common shares to be issued 
for such whole shares, if presented within 
sixty days after published notice, and any not 
so presented will become void; the warrants 
issued in 1926 by RIPS providing for pay- 
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ments aggregating $6,128.10 will be paid if 
presented within sixty days after published 
notice, and any not so presented will become 
void; and holders of share trust certificates 
still outstanding and issued by NOBO Share 
Trust, which was terminated in 1931, will re- 
ceive therefor new common shares in the re- 
organized holding company, and cash in the 
case of NOBO preferred, to be exchanged 
for the shares of NOBO represented by such 
share trust certificates. 

8 No fractional shares will be issued, but 
fractional scrip exchangeable for whole shares 
will be delivered for this purpose. Such frac- 
tional scrip will not be entitled to dividends 
and is to become void five years after the 
consummation date. 


® Represented by voting trust certificates. 
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RE NEW ENGLAND POWER ASSOCIATION 


of dividends accruing thereon. All 
dividends will terminate as of the ef- 
fective date of the amended plan.” 

It is proposed that when the amend- 
ed plan is consummated, the rights of 
il the public security holders of 
NEPA and its subholding companies 
shall cease and such holders will be 
entitled only to receive the new com- 
mon stock in NEES and cash, if any, 
as provided under the amended plan. 
The amended plan provides that ex- 
changes may be made within three 
years after the consummation date, 
after which time NEES may direct 
is exchange agent to sell the un- 
exchanged shares and, for an addi- 
tional period of two years after such 
3-year period, the holders of old 
shares will be entitled to receive their 
share of the proceeds from such sale 
(or of the new shares if they have net 
been sold) plus accrued dividends. At 
the end of the 5-year period subse- 
quent to the consummation date, any 
shares or cash held by the exchange 
agent will be delivered to NEES as 
its property, except that the time may 
be extended under appropriate cir- 
cumstances. 

The applicants contemplate having 
a simultaneous closing at which the 
assets and liabilities of the system are 
transferred and assumed, the new debt 
is sold and the old debt is retired and 
the cash and new common shares are 
delivered in trust (or under some ap- 
propriate arrangement for delivery to 
the shareholders) against surrender 
of their present certificates. 


After the payment of the publicly 
held debt and the exchange of NEES 
common shares and cash for the pub- 
lic-held preferred and common stocks 
of NEPA and its subholding compa- 
nies, MP&L, NOBO, RIPS, MUA, 
and MUA Tust will be dissolved. 

The joint application filed by 
NEPA and its subholding companies 
requests that we find the amended 
plan necessary to effectuate the pro- 
visions of § 11(b) and fair and equi- 
table to the persons affected thereby, 
and that we take such other action as 
appears appropriate. The applicants 
further request that upon issuing our 
order approving the amended plan, we 
apply to the appropriate United States 
district court in order to enforce and 
carry out the terms of the amended 
plan. The amended plan makes no 
provision for a stockholders’ vote with 
respect to any of the transactions pro- 
posed therein. 


Description of the NEPA System 


We have previously described 
NEPA and its subsidiaries, including 
the formation, acquisition, and func- 
tion of its subholding companies.” 
For our present purposes, it will be 
helpful to describe briefly the com- 
panies in the system, the properties 
owned, and the areas served. 

The direct operating subsidiaries of 
NEPA, together with their subsidi- 
aries (with indentations to show cor- 
porate relationships ), and the approxi- 
mate percentages of voting power held 
therein are as follows: 





©The amended plan provides that the ef- 
fective date shall not be more than forty-five 
days prior to the date of actual consumma- 
tion. 


11 See Re International Hydro-Electric Sys- 
tem, Holding Company Act Release No. 
4168, March 17, 1943. 
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Taste II 
Percentage of 
Name Nature of Business Voting Power 
Attleboro Steam and Electric Co. .............. Electric utility ..... ieekken 100.0 
Bellows Falls Hydro-Electric Corp. ....... eee Electric utility ..... pontvebue 100.0 
Connecticut River Development Co. ............. Owning properties .......... 100.0 
Fuel Research Development Corp. ............ Manufactured gas research .. 43.4 
Connecticut River Power Company ............. Electric utility .......00cc0 100.0 
Fall River Electric Light Company ............. BSGERTIG: WHY 000s cc cccnecs 56.1 
Montaup Electric Company ................... Electric wtility oc csccccses 33.3 
Gardner Electric Light Company ............... Electric tility ...cccsesseves 63.0 
Granite State Electric Company ................ Electric utility ..........+- 100.0 
Green Mountain Power Corporation ............ Electric and gas utility ..... 100.0 
Hartford Water Company .............ccceeeees Water wWillty .....cccesctece 100.0 
The Mystic Power Company ..............e.e00- Electric and gas utility ..... 100.0 
New England Power Company .............-... Electric utility .........00 ° 88.6 
New England Power Service Company ......... Service company ........... 100.0 
Quincy Electric Light and Power Co. ........... Electric utility ............. 100.0 
Worcester County Electric Company ........... Electric and gas utility ...... 100.0 
The following table shows the 
shares of subsidiary holding compa- 
nies held by NEPA: 
Taste IIT 
Shares Percentage of 
Owned by Total Shares 
NEPA Outstanding 
ie ee ONE ME 6 ric asceeescontebasndas obenvessuep 313,681 24.7 
SE Es Be BG PUUNCTUGE GOOEEE oo sick ccccccccocsccocssseccetes 291,949 98.1 
ey Ne io. weil bi a aden wee ae eudedwens seewae 1,576,284 90.4 
MO ods oe uhensn sas kage bbenaaes ceenuatsta 16,419 28 
MUA common voting trust certificates ............eceeeeeeeees 1,358,091 76.3 
Se SUE. cc ccbendeeesopet eines haedg OMe haneeteen |b 0.4 
a NE incnins on cudsdwegyhedtcensl seethentse <S4dun 77,494 96.0 
Oe OCS ee OE TTT He ene eee pee 2,268,167 100.0 


The direct operating subsidiaries 
of MP&L, a Massachusetts volun- 
tary association, and the approximate 


percentages of voting power it holds 
therein are as follows: 


Taste IV 
Percentage of 
Name Nature of Business Voting Power 
Lawrence Gas and Electric Co. .........sseeeees Electric and gas utility ...... 78.918 
The Lowell Electric Light Corp. ..............+: BeeCtrie GHEEP. oe cvcccceccces 58.418 


MP&L also owns shares of NOBO 
as follows: 


Taste V 
Shares Percentage of 
Owned by Total Shares 
MP&L Outstanding 
NOBO preferred .. 188,266 82.5 
NOBO common ... 430,230 99.3 


The direct operating subsidiaries of 
NOBO, a Massachusetts voluntary 
association, and the approximate per- 
centages of voting power it holds 
there-in are as follows: 





12 The total system voting power is 90.4 
pr cent if the voting power held directly by 
EPA is included. 
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18The total system voting power is 594 
per cent if the voting power held directly by 
NEPA is included. 
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Taste VI Pe 


Name : 
Beverly Gas and Electric Company .......... 
Eastern Massachusetts Electric 
Gloucester Electric Company 
Haverhill Electric Company 
Malden Electric Company 


Malden and Melrose Gas Light Co. ........... 


Salem Electric Lighting Company 
Salem Gas Light Company 

Suburban Gas and Electric Company 
Salem Terminal Corporation 


The direct operating subsidiaries of 
MUA, a Massachusetts voluntary as- 
sociation, and the approximate per- 


Taste VII 


Name 
Amesbury Electric Light Company 
Arlington Gas Light Company 
Athol Gas and Electric Company 
Central Massachusetts Electric Co. ... 
Gloucester Gas Light Company 
Leominster Gas Light Company 
Northampton Electric Li 
Northampton Gas Light Company 
Northern Berkshire Gas Company 
Norton Power and Electric Company 
Norwood Gas Company 


Southern Berkshire Power & Electric Co. .... 


The Spencer Gas Company 
Wachusett Electric Company 1¢ 
Weymouth Light and Power Company 


Winchendon Electric Light and Power Co. .... 


Worcester Suburban Electric Co.27 

The direct operating subsidiaries of 
RIPS, a Rhode Island corporation, 
together with their subsidiaries (with 
indentations to show corporate rela- 


Taste VIII 


Name 
Providence Steam Company 
The Narragansett Electric Company 


Rhode Island Power Transmission Co. .... 


United Electric Railways Company 18 
Yellow Cab Company # 
Monahan Taxi Company 18 


..: Electric utility 
06s) SE ED Bi cdesecdvcvencas 


DARN ica chins corinn Electric utility 


... Electric utility 


... Electric utility 


... Electric utility 


rcentage of 


Nature of Business Voting? ioe 


-+e- Electric and gas utility : 
... Electric utility 
.. Electric utility 


Electric and gas utility 
Electric utility 


.. Gas utility 


Electric utility 
Gas utility 7 
Electric and gas utility 


-eee- Real estate and coal handling 


10.025 


centages of voting power it holds there- 
in are as follows: 


Percentage of 
Voting Power 


2 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 


Nature of Business 
Electric utility 
Gas utility 

. Electric and gas utility 


Gas utility 


_ 
s 
o 


Gas utility 

Electric and gas utility 
Electric utility 

Gas utility 


loon 


Sessssess 
wQnx& OOO LOO 


Electric and gas utility 
Electric and gas utility 
Electric utility 


Electric and gas utility 


tionships), and the approximate per- 
centages of voting power held there- 
in are as follows: 


Percentage of 
Nature of Business Voting Power 
Steam 100.0 
Electric and gas utility 100.0 
100.0 
99.1 
100.0 
100.0 


Transportation 





14The total system voting power is 68.4 
per cent if the voting power held directly by 
NEPA and MP&L is included. 

5 The balance of the voting securities of 
this company is owned by certain of the fore- 
going subsidiaries of NOBO. 

16QOn June 1, 1945, the Commission ap- 
een the merger of Leominster Electric 

ight and Power Company and Middlesex 
County Electric Company, two wholly owned 
subsidiaries of MUA, into Wachusett Elec- 


tric Com . Hol Company Act Re- 
lease No. 846, — 


170n June 19, 1945, the Commission ap- 
proved the merger of Milford Electric Light 
and Power Company and Union Light & 
Power Comoany, two wholly owned subsidi- 
FS of P cesiea -_, bong cna 

ectric pany. olding pany Act 
Release No. 5875. 

18 These transportation operations in the 
system, consisting of electric and motorbus 
street railway and taxicab service, are limited 
to the state of Rhode Island. 
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The total area in which the above Taste IX Conden 
ies in th E - Condensed Consolidated Income Statement of NEP 
companies in the NEPA system oper NEPA and Subsidiaries, Including and | 
ate is within the four New England MUA and Subsidiaries 
states of Vermont, New Hampshire, For the Twelve Months Ended 
December 31, 1944 Total 1 
Massachusetts, and Rhode Island, . : , ment 
2 ross operating revenues: const 
plus a small section of southeastern Sales of electric energy ....... $68,864,169 prog 
Connecticut. The total area served Sales of gas .........4. coeeees — 7,160,255 HM Cost 0 
i , e Transportation revenue ....... 9,639,944 subsi 
is approximately 6,165 square miles Sales of water and steam, rent- relat 
and the total population is about 2,- als of operating property and the 
miscellaneous operating reve- at 
580,000. MD. osekeccicwsundecteskaas 255,788 shar 
bs 
For the twelve months ended De- Total gross operating reve- secur 
cember 31, 1944, NEPA and its sub- MUCS oe eeeeceeeecseeecee $85,920,156 amo 
sidiaries, including MUA and its sub- Expenses: Curre 
sidiaries (which are not consolidated §_ Operation ..... seeeeeeeees see» $39,709,276 . 

. ae 5,701,764 Prepa 
for accounting purposes), had aggre- Depreciation ..........ccccess 7,290,173 chai 
gate gross revenues of $85,920,156, — — than Federal in- 8.877 958 Other 
consolidated gross income of $17,- Federal income taxes ......... 7,763,526 
462,756 and consolidated net income pe $69,342,597 
of $4,094,951. Appendix A attached GA. oe et 
hereto shows condensed consolidated Qther”income ns 222222021 Rei 
balance sheets as at December 31, : oxesamaiiiaie 
1944, of NOBO, MP&L, RIPS, Gross SECOMS ccccccccccccceseces $17,462,756 
MUA, and NEPA, and also con- Interest and oe, ecgen: e008 — 

. nterest on funded debt ....... ,847,6. 
densed consolidated balance sheets OF — Acctisttionn Of-Git diecemet he 
NEPA and its subsidiaries together a EXPENSE ... 2... es eeee eee — Min 
: neg terest expense ........ ) 

with MUA and its subsidiaries. As Amortization of  aaeeeke plant int 
at December 31, 1944, total assets of acquisition adjustments, elec- Pr’ 
: ‘ tric plant adjustments and or- si 
the system on a consolidated basis ganization expenses ......... 389,234 Lon: 
were reported at $480,052,766, in- Other charges ............. ses 15,443 St 
. ; Preferred and Class A divi- N 

cluding property, plant and equipment, dends of subsidiaries ........ 5,656,464 
and construction work in progress of | Minority interest ............. 693,219 Cur 

$337,009,539. Total interest and other 

A condensed consolidated income GH wavorcesessnrses vamaartachesod 
statement for the year 1944 and a Net income te nasot cosnsnd snes $4,094,951 Fle 
condensed consolidated balance sheet as. enopendibnpmenesees 3,977,518 — 
as at December 31, 1944, are shown ; nee Oth 
ie the folicail Ade: Balance applicable to NEPA com- Mis 
in the following tables: GN TAREE 664 ceseesicesenwens $117,433 Cor 
a 
fur 
by 
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TABLE X 
Condensed Consolidated Balance Sheet of 
NEPA and Subsidiaries Including MUA 
and Subsidiaries as at December 31, 1944 


Assets and Other Debits 


Total property, plant and equip- 

ment, including intangibles and 

construction work orders in 

progress $337,009,539 

Cost of investments in shares of 

subsidiaries in excess of the 

relative net assets shown by 

the books of the subsidiaries 

at dates of acquisition of 

shares, giving effect to any 

subsequent adjustments 81,950,054 

Securities at cost or nominal 

amounts 15,807,029 
Total capital assets $434,766,622 

Current assets $38,330,903 


Prepaid expenses and deferred 
charges 
Other assets 


Total assets 
debits 


Liabilities and Other Credits 


Share capital : 
Common shares of NEPA ... $50,614,346 
Preferred shares of NEPA .. 66,166,116 


Total share capital $116,780,462 
Preferred and Class A stocks of 
subsidiary companies publicly 
held including accrued divi- 
dends thereon $90,477,588 
Minority common stockholders’ 
interest in capital stocks, 
premiums and surplus of sub- 
sidiary companies $13,514,669 
Long-term debt: 
Subsidiary companies ........ $96,530,250 
NEPA 44,700,500 
Total long-term debt .... $141,230,750 
Current liabilities $15,394,370 


Reserves : 
Reserves for depreciation .... $78,409,905 
Other reserves 1,092,391 


Total reserves ......2.+.. $79,502,296 
‘Deferred credits $2,559,215 


Premiums on preferred stocks of 
subsidiaries 


Consolidated capital surplus of 
subsidiaries $99,256 


Surplus paid in (NEPA’S ini- 
tial surplus) $1,500,000 


Consolidated earned surplus .... $18,678,700 


Total liabilities and other 
credits $480,052,766 


Total property, plant, and equip- 
ment, including intangibles and con- 
struction work orders in progress in 
the amount of $337,009,539 also in- 
cluded organization expenses of $440,- 
839 with respect to subholding com- 
panies. With this latter amount elim- 
inated, the combined property account 
of the operating companies in the sys- 
tem, including construction work 
orders in progress, amounted to 
$336,568,700" as at December 31, 
1944. Depreciation reserves per 
books aggregated $78,495,144 or 
23.3 per cent thereof leaving net prop- 
erty per books in the aggregate amount 
of $258,073,556, as shown in the fol- 
lowing table: 


TasLe XI 


BORE MOUNTED 6 cdeeceassdsecececceecees cus 
_ Gas property 

Transportation property 

Other property 

Miscellaneous property 

Construction in progress 


Total per books 


Depreciation 
Gross Reserves Net 


++ $281,498,234 $64,612,329  $216,885,905 


7,610,059 19,749,301 
5,753,944 9,189,703 
518,812 2,467,973 
es 7,538,487 
2,242,187 


$78,495,144  $258,073,556 








19 This amount includes $11,751 of office 
furniture and miscellaneous equipment owned 
by NEPA. 


11 
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The record indicates that all sys- 
tem companies required to file orig- 
inal cost studies with the Federal 
Power Commission and their respec- 
tive state Commissions have done so 
with the exception of Haverhill Elec- 
tric Company which company expects 
to complete and file such study in the 
near future.” 


Of the original cost studies filed, 
those of Narragansett and Rhode 
Island Power Transmission Company 
(RIPT) have been examined and ap- 
proved by the Federal Power Com- 
mission and the Department of Busi- 
ness Regulation of Rhode Island, and 
that of Fall River Electric Light Com- 
pany, which disclosed no amounts 
classifiable in Account 100.5" or Ac- 
count 107, has been examined and 
approved by the Federal Power Com- 
mission. The original cost study of 
Green Mountain Power Corporation 
(Green Mountain) has been examined 
and approved in so far as amounts in- 
cludible in the several accounts are 
concerned, but to date neither the Fed- 
eral Power Commission nor the Ver- 
mont Public Service Commission has 
taken any final action. 

Bellows Falls Hydro-Electric Cor- 
poration and Connecticut River Pow- 
er Company operate in Vermont and 
New Hampshire and New England 
Power Company operates in Vermont 


and Massachusetts; Granite State 
Electric Company operates in New 
Hampshire and The Mystic Power 
Company operates in Connecticut, 
These five companies filed original 
cost studies with their respective State 
commissions and the Federal Power 
Commission showing no amounts 
classifiable in Account 100.5 or 
Account 107 but to date no action 
has been taken by any of the commis- 
sions involved. 

The following companies, all of 
which operate in Massachusetts, have 
filed original cost studies with the 
state Commission and the Federal 
Power Commission showing no debit 
amounts in Account 100.5 or Account 
107: Attleboro Steam and Electric 
Company, Gardner Electric Light 
Company, [Eastern Massachusetts 
Electric Company, Lawrence Gas and 
Electric Company, The Lowell Elec- 
tric Light Corporation, Amesbury 
Electric Light Company, Athol Gas 
and Electric Company, Northern 
Berkshire Gas Company, Union 
Light and Power Company, Wachu- 
sett Electric Company and Winchen- 
don Electric Light and Power 
Company. No action has as yet been 
taken by either of the Commissions 
involved. 


All of the remaining electric com- 
panies in the system operate in Mas- 





2 There are 21 ies in the system 
which are required to fle 0 — cost stud- 
ies with the Federal Power Commission. A 
summary of the aggregate property accounts 
of the companies in the system in shown as 
follows : 
Original cost of properties (stud- 

ies required and completed) .. $227,826,264 
Original cost studies required but 

not completed ............... 5,573,017 


Original cost studies not required 100,927,232 


Total ....s00- eecccccoces $334,326,513 
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#1 Amounts classified in Account 100.5 rep- 
resent, generally speaking, the amounts by 
which the arm’s-length cost of property to 
the ompaty eee the original cost of such 
property w first devoted to public serv- 
ice. 


22 A mounts classified in Account 107 repre- 
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sachusetts and are not under the juris- 
diction of the Federal Power Commis- 
sion but are under the supervision of 
the Massachusetts Department of Pub- 
lic Utilities. These companies have 
not made formal original cost studies 
as there is no requirement therefor 
but the record indicates that in view of 
the accounting requirements of the 
Massachusetts Department of Public 
Utilities which have been in effect 
for many years the excesses over origi- 
nal cost would be neglible, if anything 
at all. 

The original cost study of Narra- 
gansett which was approved by the 
Federal Power Commission and the 
Department of Business Regulation 
of Rhode Island classified $11,761,- 
646 in Account 100.5 and $3,533,809 
in Account 107, as at January 1, 1937. 
Of the total amount classified in Ac- 
counts 100.5 and 107, aggregating 
$15,295,455, Narragansett disposed 
of the entire $3,533,809 classified in 
Account 107 and $1,521,695 of the 
amount classified in Account 100.5, or 
a total of $5,055,504, leaving an un- 
amortized balance in Account 100.5 
of $10,239,951 as of December 31, 
1944. The balance remaining in Ac- 
count 100.5 is to be amortized over 
a 15-year period by equal annual 
charges of $706,204 to Account 537, 
Miscellaneous Amortization, by order 
of the Federal Power Commission, 
dated August 22, 1944. In addition 
to the foregoing amounts classified in 
Accounts 100.5 and 107, Narragan- 
sett in 1937 classified in a separate 
“suspense general” asset account 
$454,346 of Other Segregated Intan- 
gibles (organization expense). This 
amount is being amortized over a 
period of twenty years by equal 


monthly charges to income deduc- 
tions, which amortization program 
began in January, 1937. The balance 
of organization expenses as at De- 
cember 31, 1944, amounted to- $272,- 
608. In 1937 Narragansett also seg- 
regated in Gas Plant Acquisition Ad- 
justments an amount of $121,784 
which, by order of the Department of 
Business Regulation of Rhode Island, 
is being amortized over a period of 
twenty years by equal monthly charges 
to depreciation. The balance in this 
account as at December 31, 1944, 
amounted to $57,230. 

The original cost study of RIPT 
was reviewed by the Federal Power 
Commission and the Department of 
Business Regulation of Rhode Island. 
Pursuant to instructions issued by the 
said Commissions, RIPT classified in 
Account 107 the sum of $142,160, 
which is being amortized by charges 
to Account 537, Miscellaneous Amor- 
tization, over the period ending De- 
cember 31, 1949. The balance in this 
account as at December 31, 1944, 
amounted to $67,075. 

The original cost study of Green 
Mountain which has been examined 
and approved by the Federal Power 
Commission and the Vermont Public 
Service Commission only as to 
amounts includible in the several 
accounts, shows $5,691,391 classified 
in Account 100.5 and $423,627 in 
Account 107. Neither Commission 
has as yet ordered any disposition of 
these amounts. 

The unamortized balances of elec- 
tric plant acquisition adjustments, 
electric and gas plant adjustments and 
organization expenses which were 
included in the property accounts as at 
December 31, 1944, were as follows: 
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Taste XII 
Electric Electric 
Plant Plant Gas Plant 
Acquisition Adjust- Acquisi- 
Adjustments ments tion Organiza- 
Account Account Adjust- tion 
100.5 107 ments Expenses Total 
Narragansett ......... $10,239,951 f $57,230 $272,608 $10,569,789 
Renmei seadeon aks & oh $67,075 ‘a fe 67,075 
Green Mountain ...... 5,691,391 423,627 6,115,018 
Me - secadooeanad $15,931,342 $490,702 $57,230 $272,608 $16,751,882 


If the property accounts were ad- 
justed to eliminate the unamortized’ 
balances of electric plant acquisition 
adjustments, electric and gas plant ad- 
justments, and organization expenses, 
aggregating $16,751,882 as shown in 
Table XII above, the adjusted book 
amounts of property would aggregate 
$319,816,818. After subtracting de- 
preciation reserves of $78,495,144 per 
books of subsidiaries, the adjusted net 
property would aggregate $241,321,- 
674 as at December 31, 1944.*8 

Nothing herein contained shall be 
construed as affecting the jurisdiction 
of the Federal Power Commission or 
of any state Commission over account- 
ing matters of the operating com- 
panies involved in these proceedings. 


Applicable Statutory Standards 


Before we can approve the proposed 
amended plan of NEPA and its sub- 
holding companies under § 11(e) of 
the act, we must find that the amended 
plan is “necessary” to effectuate the 


provisions of § 11(b) and “fair and 
equitable” to the persons affected by 
such amended plan. Furthermore, 
we must find that the proposed trans- 
actions incident to the consummation 
of the amended plan satisfy the re- 
quirements of the applicable provisions 
of the act. 


Necessity for the Plan 


[1] In our order of March 17, 
1943, we found that the continued 
existence of RIPS, MUA Trust, 
MUA, MP&L, and NOBO, as hold- 
ing companies in the NEPA holding 
company system, unduly and unneces- 
sarily complicates the structure, and 
unfairly and inequitably distributes 
voting power among security holders 
of the NEPA holding company sys- 
tem and we ordered, as steps neces- 
sary to insure compliance with the 
requirements of § 11(b) (2) of the 
act, that RIPS, MUA, MP&L, and 
NOBO be eliminated as holding com- 
panies in the NEPA holding company 





23 It will be noted that New England Power 
Company, Bellows Falls Hydro-Electric 
Corporation, and Connecticut River Power 
Company have filed original cost studies with 
the Federal Power Commission for which 
studies no approvals have been issued. Al- 
though these studies indicate no amounts 
classifiable in Accounts 100.5 or 107, Volumes 
Nos. 31 and 32 of Federal Trade Commission 
Report (pursuant to Senate Resolution No. 
83, Seventieth Congress, First Session) indi- 
cate possible upward revaluations and intra- 
system profits for these wholesale electric 
companies as follows: 
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New England Power Company .. $5,995,160 


Bellows Falls Hydro Electric 
De Par. vei wacdiksseeudeas 4,607,328 

Connecticut River Power Com- 
SUN ca htsts rch tassicinceesees 3,844,500 
WEE. Sdendcevdscdandewiies $14,446,988 


If the net property per books were further 
adjusted to eliminate these items, the ad- 
oe net property would aggregate $226,- 
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system and that MUA Trust be liqui- 
dated and dissolved, “to the end that 
the system shall contain only one pub- 
lic utility holding company (which is 
not at present also a public utility 
company ).”“* The Commission in its 
findings and opinion and order of 
March 17, 1943, did not attempt to 
prescribe the method or methods 
through which the applicants might 
comply with said order or to enumer- 
ate all the possible means of accom- 
plishing the action therein ordered. 
However, the Commission did indi- 
cate several alternative avenues which 
at the time appeared to be available 
for complying with its order, pointing 
out that while it was enumerating such 
possible avenues of action, its sug- 
gestions were not intended as a limi- 
tation on the present applicants. 

One of the plans so enumerated by 
the Commission provided that the as- 
NEPA, 


sets presently owned by 
RIPS, MUA, MP&L, and NOBO be 
combined into one company, the se- 
curities of which would be distributed 
among the security holders of NEPA 


and its subholding companies. The 
pending amended plan now before us 
is based on this suggested alterna- 
tive.™ 

The amended plan, if consummated, 
will result in a single holding company 
in place of the six holding companies 


now in existence, and will effectuate 
compliance with the “great-grand- 
father” provision (the second sen- 
tence) of § 11(b) (2). In addi- 
tion, the amended plan would simpli- 
fy the corporate structure by eliminat- 
ing 18 different security issues and 
substituting therefor only two classes 
of securities, namely, $85,000,000 in 
debt securities and 6,695,075 common 
shares having a par value of $20 per 
share. This will improve the present 
over-capitalized structure, as indicated 
by Tables IX and X, by the reduction 
of senior securities of NEPA and its 
subholding companies held by the pub- 
lic. Furthermore, Irwin L. Moore, 
president of NEPA, testified that the 
proposed debt of NEES would have a 
substantial sinking fund which will fur- 
ther improve the structure. Obvi- 
ously, then, the consummation of the 
amended plan will bring about a con- 
siderable simplification of the over- 
complicated capital structure of the 
NEPA system. 

The amended plan more equitably 
distributes the voting power among 
the security holders of the NEPA 
holding company system. At the pres- 
ent time NEPA is a subholding com- 
pany of International Hydro-Electric 
System (IHES), a registered hold- 
ing company, which company present- 
ly controls 51.5 per cent of the total 





* No petition to review this order was 
re and, accordingly, such order has become 
nal. 

% The Commission has held that a plan 
need not be disapproved on the ground that 
it is not the only possible plan for effectua- 
tion of § 11(b). It is sufficient if the plan 
is a suitable means of achieving results neces- 
sary under § 11(b), though different means 
might have been chosen and further steps 
will be necessary. See Re United Gas 
Improv. Co. Holding ag Act Release 
No. 5440, Nov. 24, 1944; Re The Common- 
wealth & Southern Corp. (1945) Holding Com- 


pany Act Release No. 5825, 59 PUR(NS) 65, 
80, and cases cited in footnote 14 therein. 

26 Although the exact provisions of the 
debt securities to be issued have not yet been 
determined, Moore stated that it was contem- 
plated that the sinking fund would amount to 
about $1,250,000 per year for the first five 
years, $1,500,000 per year for the next five 
years, $1,750,000 per year for the third five 
years, with somewhat higher figures in sub- 
sequent years. Moore stated that this would 
result in retiring about 64 per cent of the 
$85,000,000 issue prior to maturity, assuming 
a maturity of thirty years. 
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voting power of NEPA, and NEPA 
in turn controls directly and through 
its various subholding companies 51 
subsidiary companies. As will be seen 
hereinafter, the common stock of 
NEPA has only a small interest in 
this enterprise, yet through such stock 
interest IHES has had the power to 
control the entire system. This highly 
leveraged control is obviously in con- 
travention of § 11(b) (2) which re- 
quires that voting power be fairly and 
equitably distributed among security 
holders of a holding company system.” 
Under the amended plan voting con- 
trol of NEES will be distributed 
among various participating security 
holders of NEPA and its subholding 
companies and IHES would retain 
only about 8 per cent of the voting 
control of NEES. Under the 
amended plan, therefore, the voting 
power will attach to a security which 
will represent the .real equity in the 
enterprise, namely, the common stock 
of NEES. 

The amended plan contemplates the 
retention of all the system’s electric 
utility properties, substantially all of 
which are claimed by the applicants to 
constitute an integrated electric utility 
system which the applicants contend 
would probably be destroyed if any 
other method were proposed for com- 


pliance with our § 11(b) (2) order 
of March 17, 1943. In this connec- 
tion the record indicates that the 
NEPA electric system, as now con- 
stituted, comprises hydro-generating 
plants located principally on the Con- 
necticut and Deerfield rivers, steam 
generating plants along the New Eng- 
land coast and distribution systems 
and transmission lines connecting the 
production and distribution facilities. 
In addition, it appears that the entire 
electric system of NEPA is intercon- 
nected, almost entirely through its 
own lines, and also is connected with 
other electric systems in adjacent 
areas. Accordingly, the amended 
plan, if consummated, will enable the 
electric properties in the system to be 
retained under a common ownership 
and afford additional economies in 
the operation of the electric properties 
as a single interconnected and codrdi- 
nated system by the elimination of 
the subholding companies in the pres- 
ent system.” 

The applicants further contend that 
the amended plan is a step toward the 
solution of the system’s major § 11 
(b) (1) problem, namely, the re- 
tention of the gas utility and the trans- 
portation assets in the system.” In 
this connection, applicants introduced 
testimony indicating that such assets 





87 We have previously found that the con- 
tinued existence of NOBO, MP&L, MUA, 
MUA Trust, and RIPS, as holding compa- 
nies in the NEPA system, unfairly and in- 
equitably distributes voting power among the 
security holders of the NEPA system. See 
Re New England Power Asso. Holding Com- 
pany Act Release No. 4168, March 17, 1943. 
The dissolution of these subholding companies 
as corporate entities will be in compliance 
— § 11(b) (2) and our order of March 17, 


#8 On July 21, 1942, the Commission or- 
dered THE - ‘liquidate and dissolve. o 
11 SEC 888. In the course of proceedi 
to that end which are now ing in 
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district court of the United States, district 
of Massachusetts, the court on November 13, 
1944, appointed Bartholomew A. Brickley 
trustee TY IHES and authorized him, | among 
other things, to operate such company’s busi- 
ness. Necessarily, until such time as the final 
liquidation and dissolution of THES occurs, 
the trustee will exercise the 8 per cent vot- 
ing control in the new common shares of 
NEES. 


Cf. Re Power & Light Co. 

1945) Holding” Company Act Release No. 
568, Bed Lag 

Re The North American Co. (1945) 

Holdine Com Act Release No. 5707, 58 
PUR(NS) 1 
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can be disposed of more readily by 
a system having only one holding 
company and that other assets of 
equivalent value can be substituted 
more appropriately without materially 
affecting the operations of the system 
and without prejudice to any security 
holder. However, we do not express 
any opinion at this time as to the ex- 
tent that action may have to be taken 
under § 11(b) (1). 

In the light of the foregoing, it ap- 
pears that the amended plan provides 
an appropriate means of accomplish- 
ing many of the steps contemplated 
under § 11 (b), and we therefore 
find that it is necessary to effectuate 
the provisions of that section. 


Fairness of the Amended Plan 


[2,3] The amended plan provides 
that all intercompany holdings be- 
tween NEPA and its subholding com- 
panies are to be eliminated and com- 
mon shares of NEES, plus cash, in 
some instances, are to be exchanged 
for presently outstanding shares of 
NEPA and its subholding companies 
held by the public. The proposed al- 
locations must be tested in order to 
determine whether each class of se- 
curities of NEPA and its subhold- 
ing companies is to receive its 
equitable equivalent under the amended 
plan. 

Moore testified that no one formula 
or rule was used by the applicants in 
arriving at the proposed allocations 
but, instead, many factors were taken 


into consideration and the proposed 
allocations represent the applicants’ 
ultimate judgment. With respect to 
the twelve classes of shares of NEPA 
and its subholding companies present- 
ly held by the public, of which eight 
are preference and four are common, 
Moore said that the management re- 
viewed the rights and limitations of 
these securities, the amount of cash 
available (approximately $25,000,- 
000) and the position of each class 
of security in the capital structure in 
relation to asset and earnings cover- 
ages, dividend records, market ap- 
praisal, and other considerations and 
undertook to allocate the cash against 
the top quality segment of preferred 
shares and compensate the remainder 
of such interest with new common 
shares that would provide reasonably 
assured equivalent income plus com- 
pensation for loss of any preference 
position. The applicants also deem it 
appropriate to allocate only new com- 
mon shares to the presently outstand- 
ing common shares and to certain of 
the preferred shares. 

We have on numerous occasions 
discussed at length our application of 
the “fair and equitable” standard of 
§ 11 in this type of case and there is 
no need for repeating such discussion 
here.** In brief, we have held that in 
determining the equitable equivalent of 
the security being surrendered appro- 
priate consideration must be given to 
the entire set of rights and limitations 
of the security in the business context 





81See Re United Light & P. Co. (1943) 
Holding Company Act Release No. 4215, 49 
PUR(NS) 8; plan approved a nd_ enforced 
(1943) 51 PUR(NS) = s Supp 217; 
aff'd sub nom. Otis & Securiti es and 
Exchange Commission Goats 53 PUR(NS) 
129, 142 F2d 411; aff'd Sony 323 US 624, 
89 L ed 511, 57 PUR(NS) , 65 S Ct 483: 


[2] 


me Electric Bond and Share Co. (1945) 

Holding Company Act Release No. 6121, 61 
PUR(NS) 287; Re American Power & Light 
Co. (1945) Holding Company Act Release 
No. 6176, 61 PUR(NS) 129; Re El Paso 
Electric Co. Holding Company Act Release 
No. 5499, Dec. 13, 1944. 
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of the issuer, apart from the impact of 


§ 11. 
Although, 


upon an analysis of the earnings 
prospects of each presently out- 
standing security as compared with 
the prospective earnings allocated 
to the holders of such security 
if the amended plan is consum- 
mated. With these principles as 
a starting point, we shall now con- 
sider the rights of the public security 


in our analysis of the 
various allocations proposed in the 
amended plan, data are presented with 
respect to the underlying assets ap- 
plicable to the securities being sur- 
rendered and to be received, our con- 
clusions with respect to the fairness of 
each allocation are based primarily 


holders of NEPA and its subholding 
companies. 


NEES Common Shares to 
Be Issued 


Appendix A [omitted herein] at- 
tached hereto shows, among other 
things, a pro forma condensed con- 
solidated balance sheet of NEES and 
its subsidiaries as at December 31, 
1944. It will be noted that the pro 
forma balance sheet reflects a net re- 
duction of assets of $38,514,140." 

The consolidated capitalization and 
surplus of NEES as at December 31, 
1944, on a pro forma basis and ad- 
justed to reflect underlying net as- 
sets of subsidiaries are shown in the 
following table: 








TasLe XIII 
Pro Forma Adjusted 
Amount % Adjustment Amount % 
Funded debt of subsidiaries ... $80,942,900 23.5 $ on $80,942,900 29.5 
Preferred stocks of subsidiaries 22,366,034 6.5 ee 22,366,034 8.1 
Minority interests in subsidi- 
hae Vee at Saeae 11,338,554 3.3 ai 11,338,554 4.1 
DONE « senenuchanccesss $114,647,488 33.3 $ $114,647,488 41.7 
of 2) . Sa 85,000,000 24.7 i 85,000,000 31.0 
Common equity of NEES .... 144,176,680 42.0 (69,196,374) % 74,980,306 27.3 
Total capitalization and 
es ee $343,824,168 100.0 ($69,196,374) $274,627,794 100.0 
Equity per common share . $21.53 ($10.33) $11.20 





82 Consolidated Rock Products Co. v. Du- 
Bois (1941) 312 US 510, 541, 85 L ed 982, 
61 S Ct 675; Group of Institutional Invest- 
ors v. Chicago, M. St. P. & P. R. Co. (1943) 
318 US 523, 87 L ed 959, 63 S Ct 727; Re 
The United Light & P. Co. supra; Re Puget 
Sound Power & Light Co. Holding Company 
Act Release No. 4255, April 27, 1943, en- 
forced in the United States district court for 
Massachusetts; Re Virginia Pub. Service 
Co. Holding Company Act Release No. 4618, 
Oct. 16, 1943. 

883A more detailed discussion of the ad- 
justments of assets on a corporate basis is 
shown later herein under the heading “Pro- 
posed Accounting Treatment.” 


84 This adjustment is determined as fol- 
lows: 
Carrying value of stocks of sub- 
sidiaries on books of NEES. 


$209,435,775 
Underlying net worth of stocks 


OE RE Sv cdccvecenuces 156,991,283 
BN Sigaviisdncanddnces $52,444,492 
Plant adjustments and plant 
acquisition adjustments ...... 16,751,882 
Total adjustment ........ $69,196,374 


If further adjustment were made to —_ 
the possible inflationary items of $14,446, 
previously referred to, the common pours 
would amount to $60,533,318 or 23.3 per cent 
of total capitalization and surplus of $260,- 
180,806, or $9.04 per share of common stock 
of NEES. 
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[4] Appendix B [omitted herein] 
attached hereto shows pro forma con- 
solidated income statements of NEES 
and its subsidiaries, by years from 
1934 to 1944, inclusive, together with 
7-year® and 10-year® averages and 
the normal postwar year as estimated 
by the company. It is our view that, 
in considering past earnings as a guide 
to reasonably foreseeable earnings ap- 
plicable to NEES, the 7-year average, 
which excludes the hurricane and war 
years, is more significant than the 10- 
year average. Appendix B shows 
that consolidated gross income on a 
pro forma basis ranged from a high 
of $21,235,026 in 1936 to a low of 
$17,666,756 in 1944 as shown in the 
following table: 

Taste XIV 
Pro Forma 


Consolidated 

Gross Income 

$20,877,452 
19,931,726 
21,235,026 
20,266,017 
18,453,761 


19,401,945 
18,421,333 
18,451,785 


666,756 
$19,797,898 
$19,354,00087 . 


The 7-year average earnings as re- 
ported by the company on a pro forma 
basis for NEES would appear to be 
more significant as a guide to future 
earnings if they were adjusted to com- 
pensate for the relatively low deprecia- 
tion accruals made during the first few 
years of such period. The record in- 
dicates that the aggregate amounts 
of depreciation accruals reported dur- 
ing the first few years of that period, 
when the property was almost as large 
as it is at present, were substantially 
below the amounts reported in recent 
years and considerably below the 
amounts allowed or claimed for in- 
come tax purposes, as shown in the 
following tabulation: 


7-year average 


Postwar estimate 


Taste XV 


Gross Property 
Excluding Construction 
Work in Progress 
$323,276,415 
325,186,783 
327,335,040 
328,566,817 
328,505,177 
326,003,627 
326,244,065 
332,133,417 
334,850,478 
335,418,829 
334,767,352 


7-year average 
Postwar estimate 


Depreciation Accruals 


Allowed or 
Claimed for Federal 


As Reported Income Taxes 3% 


$5,240,049 
5,185,255 
5,491,733 
5,517,906 
5,543,701 
5,880,115 
5,862,190 
6,594,205 
7,297,818 
7,497,775 
7,290,173 


No 
SINT Oo 
OYUIwS 


00 G0 


G0 NINININI CO SENG 
EBS 


$6,350,000 





85 This average includes the prewar years 
of 1934 through 1941, but excludes 1938, 
when the operations in the NEPA system 
were seriously affected by a hurricane. 

86 This average includes the years 1934 to 
1943, inclusive. 

87 Although the amended plan shows esti- 


mated normal postwar earnings of $19,600,000, 
an exhibit prepared by the company to show 
the normal postwar income statement based 
on detailed estimates indicates earnings of 
$19,354,000. 

88 These amounts are based on straight- 
line depreciation applied to the tax bases of 
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Depreciation accruals as reported dur- 
ing the war years, have included sub- 
stantial amounts for the write-off of 
certain street railway facilities by 
United Electric Railways Company 
(UER) and for the amortization of 
certain electric plant acquisition ad- 
justment accounts by Narragansett, 
both of which companies are subsidi- 
aries of RIPS. On the basis of the 
record before us we are of the opinion 
that the aggregate depreciation ac- 
cruals of $6,350,000 as estimated by 
the company for the postwar period 
are more appropriate than the 7-year 
average reported depreciation accruals 
in the amount of $5,682,000. 

The postwar estimate submitted by 
the applicants includes detailed esti- 
mates of revenues and expenses made 
by the operating personnel of NEPA. 
These estimates were made to repre- 
sent a calendar year two years after 


the close of hostilities and were based 
upon the assumptions, among others, 
that the proposed $85,000,000 of debt 
will bear interest at a rate of 33 per 
cent per year,® that the price of coal 
would be $6.50 per ton at tide water, 
that Federal taxes would be 40 per 
cent, and that rate reductions of about 
$600,000 per year would continue. 
While it is true that the pro forma con- 
solidated gross income subsequent to 
1939 has been less than the postwar 
estimate, we have given consideration 
to the fact that recent years have not 
been a reliable guide because of war 
conditions as they affected NEPA 
and its subsidiaries.” 

Pro forma earnings of NEES and 
subsidiaries on a consolidated basis 
are shown below for the year 1944," 
the 7-year average adjusted for de- 
preciation accruals, and the postwar 
normal year as estimated by the ap- 
plicants : 


Taste XVI 

Actual 7-Year Postwar 

1944 Average 4 Estimate 
Operating revenues .........+sseeeseeeess $85,920,156 $62,571,000 $77,861,000 
CE IIS - Sec ccccetnesseuvedeod 69,138,597 45,118,000 60,118,000 
Operating income ...........sseeeeeeeess $16,781,559 $17,453,000 $17,743,000 
Nonoperating income ..........se.seeeees 885,197 1,676,000 1,611,000 
SE RED es cciansceindesiieatnndsvies $17,666,756 $19,129,000 $19,354,000 
Pe ND Zousicsces banucttetucesens 9,114,442 9,420,000 48 8,734,000 
Bee SIND: Ov vic sw hncnteRevewiacurdemales $8,552,314 $9,709,000 $10,620,000 
Ratio of gross income to fixed charges ... 1.94 2.03 2.22 
Earnings per common share ............. $1.28 $1.45 $1.59 





the properties, which amounts are substan- 
tially less than the aggregate gross property 
per books. 

89 Moore testified that the interest rate a 
plicable to the NEES debt was shown at 32 
Few cent as a conservative figure, but that a 

wer interest rate was anticipated. 

# The record indicates that unusually poor 
water conditions in New England which ex- 
isted in 1940 and 1941 also accounted for re- 
duced earnings in those years. 


#1 As previously indicated, we do not con- 
sider the earnings for 1944 to be particularly 
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significant as a guide to reasonably foresee- 
able future earnings. However, such earnings 
do reflect the most recent operations of this 

system and show the lowest net income for 
t e past eleven years. 

42 This statement is adjusted to reflect esti- 
mated postwar depreciation accruals of $6,- 
350,000 rather than reported depreciation ac- 
cruals oximately $568,000, 000, or a difference 

a ximately 

43 Minority interests were reduced by $97,- 
401 pmraray 4 to increased depreciation poh Fs 
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Shareholders of NOBO 

The consolidated capitalization and 
surplus of NOBO and its subsidiaries 
as at December 31, 1944, actual and 


adjusted to reflect underlying net as- 
sets, are shown in the following tabu- 
lation : 


Taste XVII 


Actual 


Amount Se 


9.1 
28.2 


25.3 
37.4 


100.0 


Minority interests in sub- 
sidiaries $4,086,220 
24% bank loan of NOBO 12,687,350 


$3 preferred stock of 
nOBO 1,404,013 
Common equity of NOBO 16 '808,218 


Equity per common share 


Earnings of NOBO and subsidi- 
aries on a consolidated basis are 
shown as follows: 


Adjusted 
Amount 


086 
1216871330 
11,404,013 
10,158,800 

$38,336,383 
$23.44 


(6,649,418) “4 


($6,649,418) 
($15.35) 


Taste XVIII 


Actual 1944 7-Year Average 
$13,393,604 


Operating revenues 
Operating expenses 


Estimated 
Postwar 
$13,461,400 

10,990,200 


$10,898,812 


11,259,542 8,493,775 





Operating income 
Nonoperating income 


$2,405,037 $2,471,200 
300,663 218,200 





Gross income 
Fixed charges 


$2,689,400 


$2,705,700 
731,700 


843,637 46 


$2,266,044 
649,395 





Net income 
Preferred dividend requirements 


$1,862,063 
684,234 


$1,616,649 
684,234 


$1,957,700 
684/200 





Ratios of gross income to: 
Fixed charges 
Fixed charges and preferred dividend re- 
quirements 


Earnings per common share 


NOBO has outstanding promissory 
notes held by The First National Bank 
of Boston, The Chase National Bank 
of the city of New York, Chemical 
Bank & Trust Company, and Guaranty 


$1,177,829 $1,273,500 


3.21 3.68 


1.77 1,90 
$2.72 $2.94 


Trust Company of New York in the 
aggregate amount of $12,687,350 as 
at December 31, 1944, bearing inter- 
est at the rate of 2} per cent per an- 
num and maturing October 1, 1947. 





“This adjustment represents the excess 
cost of investments in shares of subsidiaries 
over the relative net assets shown the 
books of subsidiaries at dates of acquisition. 

* The adjustment for depreciation accruals 
for NOBO and subsidiaries amounts to $169,- 

9 per year, which is the difference between 

the estimated postwar depreciation accruals of 
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$956,000 and reported depreciation accruals 
averaging $786,281 per year. 
“Minority interests included in fixed 
charges have been reduced $49,916 because of 
prot pesos for increased depreciation ac- 


#7 For details nui ing the issuance of the 
promissory notes, see Re North Boston Light- 
ing Properties (1942) 11 SEC 1251. 
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The loan agreement provides that all 
or any part of the principal of the 
notes may be paid at any time prior 
to October 1, 1945, with a premium 
of 1 per cent and thereafter without 
premium, except that no premium is 
payable if the prepayment is made in 
connection with, or as a part of, a gen- 
eral refinancing following a liquida- 
tion of NOBO or a simplification of 
the corporate structure of the holding 
company system effected in compli- 
ance with the act. Since the amended 
plan provides for the prepayment of 
the promissory notes in full and in 
accordance with their provisions, there 
is obviously no unfairness to the hold- 
ers of the notes. 

The NOBO preferred stock has a 
par value of $50 per share, is nonre- 
deemable, and is entitled to a prefer- 
ence in dividends of $3 per share per 
year, which dividend requirements 
have been paid regularly. The pre- 
ferred stock has equal voting rights 
with the common stock. According 
to the Declaration of Trust of NOBO, 
the preferred stock is entitled to $50 
per share and accrued dividends in 
liquidation, which can be effected by a 
two-thirds vote of all outstanding 
shares, the preferred and common 
shares voting as a single class. 


The amended plan proposes to allo- 
cate $36 in cash and one share of com- 
mon stock of NEES for each share 
of NOBO preferred stock. As shown 
in Table XIII above, the asset value 
per books of each share of new com- 
mon stock of NEES to be issued is 
$21.53. This amount plus the $36 
in cash results in a figure of $57.53 
per share of NOBO preferred stock. 
If the asset value per books were ad- 
justed to reflect the underlying net 


63 PUR(NS) 22 


worth of the stocks of subsidiaries 
rather than the carrying value of such 
stocks on the books of NEES, such 
adjusted asset value would amount to 
$11.20 per share of NEES common 
stock. This amount plus the $36 in 
cash results in a figure of $47.20 per 
share of NOBO preferred stock. 

As previously indicated in Table 
XVII, adjusted assets applicable to 
the preferred stock of NOBO are well 
in excess of the preference in liquida- 
tion specified in the NOBO Declara- 
tion of Trust. Likewise the earnings 
applicable to the NOBO preferred 
stock, as shown in Table XVIII, are 
well in excess of the dividend require- 
ments. Absent the impact of § 11 of 
the Holding Company Act and assum- 
ing for the moment no likelihood of 
dissolution which would bring in to 
play the $50 per share liquidating pref- 
erence, the right to receive $3 per 
share per year in perpetuity would 
produce a value for such preferred 
stock well in excess of its liquidating 
preference. On this assumption, an 
appropriate capitalization rate for the 
$3 in dividends might well be in the 
neighborhood of 4 per cent, in view of 
the high coverage with respect to such 
dividends. On this basis, i.e., giving 
no weight to the liquidating price, the 
stock would have a value of approxi- 
mately $75 per share. Assuming that 
the $36 in cash to be received by 
the holders of each share of NOBO 
preferred stock compensated such 
holders for about one-half of their 
claim, the balance of their claim would 
have to be compensated for by the 
receipt of one share of common stock 
of NEES. Thus, the right to receive 
$1.50 in dividends would have to be 
compared with the 7-year average ad- 
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justed earnings for the NEES com- 
mon stock of $1.45 per year, estimated 
postwar earnings of $1.59 per year, 
and estimated dividends of approxi- 
mately $1.15 and $1.30 annually per 
share on the basis of these earnings 
levels. 

However, as previously indicated 
in Table V, MP&L owns 823 per cent 
of the preferred stock and 99.3 per 
cent of the common stock of NOBO. 
Thus, it would appear that MP&L has 
the voting power to vote the dissolu- 
tion and liquidation of NOBO.* In 
this connection, the record indicates 
that for some time prior to the filing 
of the original plan, the management 
has had under consideration the dis- 
solution of NOBO because it is eco- 
nomically desirable to do so apart from 
the impact of § 11 of the act. If we 
assume that the value of the NOBO 
preferred stockholders’ claim is limited 
by the liquidation preference of $50 
per share, the allocation of $36 in cash 
would compensate them for 36/50 of 


' their total claim, including their claim 


of dividends, and would leave 84 cents 
in dividends per year to be compen- 
sated for by one share of NEES com- 
mon stock. Thus, the right to re- 
ceive 84 cents in dividends would have 
to be compared with the 7-year aver- 
age adjusted earnings, and estimated 
postwar earnings of $1.45 and $1.59, 
respectively, per new common share of 
NEES, and estimated dividends of 
about $1.15 and $1.30 annually per 
share on the basis of these earnings 
levels. 


From the foregoing, it will be seen 


that the proposed treatment of the 
NOBO preferred stockholders does 
not compensate them fully on the basis 
of the first assumption made, namely, 
that there is no likelihood of disso- 
lution and liquidation which would 
bring the $50 liquidation preference in- 
to operation, nor does the proposed 
treatment limit them to compensation 
solely for the liquidating preference of 
$50 per share. In view of all the rele- 
vant facts in the record, we believe 
that the likelihood of liquidation is 
such that the liquidation preference of 
the NOBO preferred stock must be 
given considerable weight in evaluat- 
ing the preferred stockholders’ claim 
and we are satisfied that the allocation 
of $36 in cash and one share of new 
common stock accords such stockhold- 
ers fair and equitable treatment. 


The NOBO common stock has no 
par value. Recent dividend payments 
have aggregated $3 per share per year 
from 1936 to 1940, inclusive, $2.50 
in 1941, $1.80 in 1942, and $1.45 per 
year in 1943 and 1944. The amended 
plan proposes to allocate to each com- 
mon share of NOBO two shares of 
common stock of NEES. Table XIII 
above indicates that the asset value 
per books applicable to two shares of 
NEES common stock is $43.06 as 
compared with asset value per books 
of $38.79 per share of NOBO com- 
mon stock as shown in Table XVII. 
These tables also show that adjusted 
asset values are $22.40 for the two 
shares of NEES common stock com- 
pared with $23.44 per share for the 
common stock of NOBO. On the 





_ * Although MP&L has the requisite vot- 
ing power, it is recognized that under certain 
circumstances courts have questioned the ex- 
ercise of such Mere Fe See Lebold v. 
Inland Steel Co. (1941) 125 F2d 369, certi- 


23 


orari denied (1942) 316 US 675, 86 L ed 
1749, 62 S Ct 1045; see discussion in Re El 
Paso Electric Co. Holding Company Act Re- 
lease No. 5499, Dec. 13, 1944. 
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basis of the 7-year average adjusted 
earnings, the two shares of new com- 
mon stock would have earnings of 
$2.90 per year compared with earn- 
ings of $2.72 per year applicable to 
each share of NOBO common stock. 
On the basis of the estimated postwar 
earnings, the two shares of new com- 
mon stock would have earnings of 
$3.18 per year compared with earn- 
ings of $2.94 per year applicable to 
each share of NOBO common stock. 
Based on expected dividends of $1.15 
and $1.30, respectively, per share of 
new common stock, the NOBO com- 
mon stockholders could expect divi- 
dends of $2.30 and $2.60, respectively, 
compared with recent dividends rang- 


ing from $1.45 to $3 per year for each 
share of NOBO common stock. In 
view of all of the relevant facts in the 
record, we are satisfied that the alloca- 
tion of two shares of NEES common 
stock to the public holders of each 
share of NOBO common stock ac- 
cords them fair and equitable treat- 
ment. 


Shareholders of MP&L 


The consolidated capitalization and 
surplus of MP&L and its subsidiaries, 
actual as at December 31, 1944, and 
adjusted to reflect minimum liquidat- 
ing value of preferred stock and under- 
lying net assets, are shown in the fol- 
lowing tabulation: 


Taste XIX 
Actual Adjusted 
Amount % Adjustment Amount % 
Funded debt of sub- 
Ras $14,187,350 18.4 IS EP $14,187,350 25.0 
Preferred stock of sub- 
MG > ul kctesaes 2,020,572 | eee ee 2,020,572 3.6 
Minority interest in sub- 
subsidiaries .......... 8,371,285 10.9 (47,922) 8,323,363 14.7 
Subtotal ...... $24,579,207 31.9 ($47,922) $24,531,285 B3 
Advances payable by 
MP&L to NEPA ... 1,360,000 See se re 1,360,000 24 
Preferred stock of 
RN (icis Ananth lt 28,140,615 36.4 2,585,134 58 30,725,749 54.3 
Second preferred stock 
TEs anibaisentence 6,023,606 78 (6,023,606) ehessaebe ‘ ee 
Common equity of 
WE. Vickarceeeas 17,021,043 22.1 Cees...  ‘enteaeeck. re 
tet ee $77,124,471 100.0 ~—=_ ($20,507,437) 51 $56,617,034 100.0 
7 per preferred 
chins ncbwndie ke $40.27 ($16.10) $24.17 


Consolidated earnings of MP&L and subsidiaries are shown in the follow- 


ing tabulations: 





49 Adjustment of minority interest in 
NOBO common stock amounts to about 
$15.34 per share (Table XVII, supra) for the 
3, 124 shares held by the public. 

5° This amount is the difference between ad- 
justed equity and the preferred stock capital 
per books. The preferred stock has a prefer- 


ence in liquidation, including arrearages, 
$66,416,752 or $52.25 per share for the 1,271,- 
134 shares outstanding. 
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51 This adjustment is determined as follows: 


Excess cost of investments in 
shares of subsidiaries over the 
relative net assets shown by the 
books of subsidiaries at dates of 


GEE i cacdevaccscenacal $20,459,515 
Adjustment for minority interests 47,922 
WOE « avcncctcsibesdcccenc EO: 


Operat 
Operat 


Operat 
Nonop 
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Taste XX 


Actual 7-Year Estimated 

1944 Average 52 Postwar 

Operating revenues ......ccccscccccesees $20,040,682 $16,075,774 $19,983,700 
Operating EXPeNseS .........esceeeeceeee 17,189,626 12,768,368 16,598,000 
Operating income ...........ss+eeeeeees $2,851,056 $3,307,406 $3,385,700 
203,564 438,561 404,100 


Nonoperating income ............seee0e 












Gross, SNM Cecadkinccsscvcddocccvousgiess $3,054,620 $3,745,967 $3,789,800 
Fined GRMN Sainols dcetigisidax swatenyions 091,634 1,396,344 58 1,262,600 
Net SNE Sécccnvnes d6 065585 4k ec baabae $1,962,986 $2,349,623 $2,527,200 
Preferred dividend requirements  ....... 2,542,268 2,542,268 2,542,300 
Bela ac le cinicahicdscbalvesteuvseles ($579,282) ($192,645) ($15,100) 
Ratios of gross income to: 
Fite | 5c ntigdsoeidiodasisens 2.80 2.68 3.00 
Fixed charges and preferred dividend re- 
QUITE ia ick écnceqtbesievense 0.84 0.95 1.00 
Earnings per preferred share .......... en $1.54 $1.85 $1.99 


The MP&L $2 preferred stock has 
no par value, is redeemable at $50 
per share and is entitled to a prefer- 
ence in liquidation of $50 per share 
plus accrued dividends and a prefer- 
ence of dividends of $2 per share per 
year. Full dividend requirements 
were paid up to and including the year 
1940, after which dividends amounted 
to $1.80 in 1941, $1.45 in 1942, and 
$1.25 in both 1943 and 1944.  Ar- 
rearages as at December 31, 1944, 
aggregated $2.25 per share. The 
amended plan proposes to allocate to 
each share of MP&L preferred stock 
$8 in cash and 1 1/10 shares of com- 
mon stock of NEES. 

As previously indicated in Table 
XIII, the asset value per books ap- 
plicable to 1 1/10 shares of NEES 
common stock is $23.68. This 
amount plus the $8 in cash results in 
a figure of $31.68 as compared with 
assets per books of $40.27 per share 


of MP&L preferred stock, as shown in 
Table XIX. Adjusted net assets ap- 
plicable to 1 1/10 shares of NEES 
common stock amount to $12.32, 
This amount plus the $8 in cash re- 
sults in a figure of $20.32 as com- 
pared with adjusted net assets of 
$24.17 per share of MP&L preferred 
stock. 

To make an earnings test of the 
treatment to be accorded holders of 
the MP&L $2 preferred stock, it is 
necessary to find the earnings equiva- 
lent of the $8 cash payment proposed 
to be made to them. In this connec- 
tion, Moore testified that he and his 
associates considered the earnings of 
MP&L, the then current dividend rate 
of approximately $1.25 per share and 
the then current market price for the 
stock of approximately $22 per share, 
and concluded that a 6 per cent rate 
was the appropriate measure of the 
earnings equivalent of the proposed 





52 The adjustment for depreciation accruals 
for MP&L and subsidiaries amounts to $308,- 
291 per year, which is the difference between 
the estimated postwar depreciation accruals of 
$1,436,000 and reported depreciation accruals 
averaging $1,127,709 per year. 

58 Minority 


interests included in fixed 





charges have been reduced $86,213 due to the 
— for increased depreciation accru- 
s 
54 These amounts exclude $594,924 of annual 
dividend requirements on the second preferred 
stock. 
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cash payment. On this basis the $8 
in cash would compensate the MP&L 
preferred stockholders to the extent of 
48 cents per share per annum (6 per 
cent of such payment). On this as- 
sumption, the cash and the 1 1/10 
shares of new common stock with 7- 
year average adjusted earnings of 
$1.60 ($1.45 per share) would have 
earnings equivalent to $2.08 per an- 
num compared with $1.85 per share of 
MP&L preferred stock, and on the 
basis of estimated postwar earnings, 
the cash and the new common stock 
would have earnings equivalent to 
$2.23 per annum compared with $1.99 
per share of MP&L preferred stock. 
Based on expected dividends of $1.15 
and $1.30, respectively, per share of 
new common stock, the equivalent re- 
turn on the cash and stock to be re- 
ceived would amount to $1.75 and 
$1.91, respectively, per share of MP 
&L preferred stock as compared with 
recent dividends ranging from $1.25 
to $2 per share. 

As previously stated there are sev- 
eral participants who have argued be- 
fore us and filed briefs in opposition 
to certain aspects of the amended plan. 
We shall consider these various ob- 
jections in connection with our con- 
sideration of the allocations with re- 
spect to which such objections were 
made and to the extent that such ob- 
jections merit consideration and are 


not otherwise covered in our general 
findings on the amended plan. 

Counsel representing Charles H, 
Tenney and the Tenney interests, with 
holdings totaling 31,000 shares of 
MP&L $2 preferred stock, contend 
that the amended plan is unfair and 
inequitable to the holders of all se- 
curities in the NEPA system except 
to the holders of the NEPA stocks, 
and is at least unfair and inequitable to 
the holders of the MP&L $2 preferred 
stock. The alleged inequity is based 
upon the comparison of the assets, 
earnings, market value, and dividend 
records of the $2 preferred stock of 
MP&L with those of the NEPA se- 
curities. 

We have discussed the position of 
the MP&L $2 preferred stock and 
have found that while the $2 pre- 
ferred stockholders will receive less 
on an asset basis, they will receive 
more earnings and dividends based 
on the management’s estimates, than 
they could reasonably expect in their 
present position. As earning power, 
considered in the light of past and 
prospective earnings, is the principal 
criterion for measuring the fairness of 
a reorganization plan, we have placed 
more emphasis upon this factor in de- 
termining whether security holders af- 
fected under the amended plan are be- 
ing accorded fair and equitable treat- 
ment, and it appears that the MP&L 





55 We do not accept the 6 per cent rate 
used by the applicants as necessarily being the 
appropriate measure of the earnings attributa- 
ble to the proposed cash payment to the 
MP&L $2 preferred stockholders. However, 
the use of a lower rate does not significantly 
affect the comparison of earnings and there- 
fore the choice of a precise rate is not mate- 
rial to the conclusion. For example, if the 
earnings attributable to the proposed cash 
payment were measured at a 5 per cent rate 
or a 4 per cent rate, the earnings compari- 
sons would be as follows: 
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MP&L Cashand 


Pre- NEES 
ferred Stock 
Assuming 5% rate 
7-year average adjusted 
RE eae 5 $2.00 
Estimated postwar earn- 
GUNN 05 ee ences ceca ds $1.99 $2.15 
Assuming 4% rate 
7-year average adjusted 
EEE sins cocheens $1.92 
Estimated postwar earn- 
GF inde ebkswnvcéavsis $1.99 $2.07 
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$2 preferred stockholders are being 
accorded such treatment. Further- 
more, the objection to the relative dif- 
ference between the treatment of the 
NEPA securities and the treatment of 
the MP&L securities is a tenuous one 
for the reason that the $2 preferred 
stock of MP&L is not directly com- 
parable with any of the NEPA secu- 
rities and the fairness of the treatment 
of the MP&L preferred stock can only 
be measured by the assets and earn- 
ings of MP&L. The assets of NEPA 
and its source of earnings are distinct- 
ly different from the assets of MP&L 
and its source of earnings. In this 


connection, it will be noted that al- 
though the MP&L $2 preferred stock 
ranks ahead of all the NEPA securi- 
ties with respect to assets and earn- 
ings of the subsidiaries of MP&L, 
such stock has no claim to the large 


amounts of assets and earnings flow- 
ing from NEPA’s direct subsidiaries 
or from its other subholding com- 
panies. Also, the NEPA securities 
are in a position to secure the benefit of 
any refinancing in the entire NEPA 
holding company system. 

[5, 6] Counsel for the Tenney in- 
terests have also objected to those al- 
locations provided in the amended 
plan which partly compensate certain 
of the claims of preferred shareholders 
in cash. The injury claimed to flow 
from such distribution of cash is that 
it may result in an immediate taxable 
capital gain to the recipients, whereas 
those security holders being compen- 
sated in full with new common stock 
of NEES have a tax free exchange. 
As we have already indicated, appli- 
cants allocated the cash available after 


the retirement of the debt securities to 
the better quality preferred shares. 
With the amount of cash available it 
was not feasible to retire all outstand- 
ing preferred shares by cash pay- 
ments, nor do we believe that fairness 
so required. We observe no unfair- 
ness in the allocation of $8 per share 
in cash to the MP&L preferred stock- 
holders in comparison with the treat- 
ment accorded other preferred stock 
issues under the plan. In view of this, 
the fact that such treatment may have 
different tax effects upon different 
groups of security holders cannot be 
considered by itself as an element of 
unfairness. So long as full compen- 
satory treatment is given to a class of 
security holders, such class of security 
holders may not complain that it is 
being satisfied partly in cash and part- 
ly in securities, while other security 
holders are receiving only securities or 
different amounts of cash and secu- 
rities. 

Objection has also been made by 
counsel for the Tenney interests to the 
proposal in the amended plan which 
provides a general reserve relating to 
investments by charging net income, 
before its transfer to earned surplus, 
at the rate of $1,250,000 annually be- 
ginning in the sixth year and ending 
the thirtieth year after the effective 
date of the amended plan, as described 
later herein. Counsel claims that the 
purpose of the reserve is to provide for 
known and possible inflationary items 
in the property accounts, no part of 
which is attributable to the properties 
of the subsidiaries of MP&L. How- 
ever, this is not the purpose of the re- 
serve. 





56 See Re New wo & H. R. Co. 
(1945) 147 F2d 40, 3~ Siawioed Gas & 


a (1945) 61 PUR(NS) 175, 151 F2d 
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As will be shown later, the securi- 
ties of the operating subsidiaries are 
to be carried on the books of NEES at 
amounts which the management con- 
siders to be “fair value,” determined 
primarily by capitalizing the earning 
power of such subsidiaries. Although 
this will result in a reduction of the 
aggregate carrying values of securi- 
ties, there will remain an excess of 
carrying values over underlying book 
values of approximately $52,000,000, 
of which about $13,500,000 will be 
attributable to the subsidiaries of 
MP&L.” The reserve of $31,250,- 
000 at the end of the thirtieth year 
plus the retention of earnings by the 
subsidiaries of NEES estimated by the 
management at about $18,000,000 
over the 30-year period would ap- 
proximate the total excess over under- 
lying book values. As we indicate 
later, we approve this proposed ac- 
counting treatment and we do not con- 
sider it in any way unfair to the pre- 
ferred stockholders of MP&L or to 
any other security holders affected by 
the amended plan. 

In view of all the relevant facts in 
the record, we are satisfied that the 
allocation of $8 in cash and 1.1 
shares of NEES common stock to the 
public holders of each share of MP&L 
preferred stock accords such stock- 
holders fair and equitable treatment. 


MP&L also has outstanding 297,- 
462 shares of $2 second preferred stock 
of which 5,513 shares are held by the 
public, the balance being held by 
NEPA. This stock is callable at $50 
per share and accrued dividends, but 
only after the retirement of the first 
preferred stock of MP&L. Subject to 


[Omit- 





57 See Appendix D attached hereto. 
ted herein. ] 
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the dividend rights of the first pre. 
ferred, the second preferred has a 
cumulative preference over the MP&L 
common as to dividends at the rate of 
$2 per share per annum. No divi- 
dends have been paid on the second 
preferred since 1934 and arrearages 
as of December 31, 1944, were $20.50 
per share. The amended plan pro- 
poses to give each share of second pre- 
ferred stock 3/100 of a share of new 
common stock, or a total of 165 shares, 

As previously shown, neither the 
net assets per books nor the adjusted 
net assets are sufficient to satisfy the 
liquidation preference of the MP&L 
first preferred stock and there have 
been no earnings applicable to the 
second preferred stock for a number 
of years. However, the public hold- 
ers of MP&L second preferred stock 
are to receive new common stock with 
net assets per books of about $3,552 
or 65 cents for each share of stock 
presently held and with adjusted net 
assets of about $1,848 or 34 cents per 
share. Similarly, the aggregate of 
165 shares of NEES common stock, 
which are to be allocated to all public 
holders of MP&L second preferred 
stock, will have annual earnings of 
$239 on the 7-year basis and $262 on 
the postwar basis, which is equal to 
4 cents and 5 cents, respectively, per 
share of MP&L second preferred 
stock. 


With respect to the MP&L com- 
mon stock, there are 1,742,617 shares 
outstanding, of which 166,333 shares 
are held by the public. The amended 
plan allocates 1/100 of a share of new 
common stock for each share of 
MP&L common stock held by the pub- 
lic or a total of 1,663 shares of new 
common stock. On this basis public 
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holders of the common stock of 
MP&L would receive new common 
stock with net assets per books of 
about $35,819 or 22 cents per share 
and adjusted net assets of about $18,- 
629 or 11 cents per share of stock pres- 
ently held. The 1,663 shares of 
NEES common stock would have 7- 
year average adjusted earnings of 
$2,383 or one cent per share of MP&L 
common stock and estimated postwar 
earnings of $2,638 or 2 cents per 
share of MP&L common stock. 
When we consider the present ar- 
rearage on the MP&L first preferred 
stock, we think that it is extremely 
doubtful that recognition should be 
given the second preferred stock or 


common stock either on the basis of 
assets or earnings. However, the 
earnings and assets applicable to the 
new common shares to be allocated to 
the public holders of MP&L second 
preferred and common stocks is so 
small in comparison with the estimated 
over-all earnings and assets applicable 
to all the new common stock to be is- 
sued (6,695,075 shares) that we feel 
that the proposed allocation of new 
common shares to these two classes of 
securities may be considered as de 
minimis. Furthermore, all during the 
period that hearings were held on 
both the original plan®™ and the 
amended plan, no security holder or 
other interested party objected to 


Taste XXI 


Actual 


% 
Funded debt of subsidi- 
aries 
Preferred stock of sub- 
sidiaries 
Minority interest in sub- 
subsidiaries 


9,000,000 
79,722 
$41,326,622 


Note 
to N 
Preferred stock of RIPS 13,632,465 


1,225,000 59 


Class A stock of RIPS 4,440,425 
Common equity of RIPS 16,908,373 


100.0 


Adjusted 
Amount 


$32,246,900 
9,000,000 
79,722 
$41,326,622 


Adjustment 


1,225,000 5® 
16,358,958 


2,726,493 80 
8,073,500 


3,633,075 ¢1 
(14,628,111) ® 2,280,262 


($8,268,543) $69,264,342 





58 The original plan also provided for a 
small distribution of new common stock to the 
MP&L second preferred and common stock- 
holders. 

59 This amount includes advances. 
tt adjustment is determined as fol- 
Ows: 

Preference in 

liquidation .. $16,358,958 or $33.00 per share 

Par value .... 13,632,465 or $27.50 per share 


Adjustment $2,726,493 or $5.50 per share 
;, 61 This adjustment is determined as fol- 
Ows: 
Preference in 
liquidation 
Par value 


.+- $8,073,500 or $100 per share 
4,440,425 or $55.00 per share 


Adjustment $3,633,075 or $45.00 per share 


29 


€2 This adjustment is determined as fol- 
lows: 


Adjustment for preferred stock 

Adjustment for Class A stock 
Adjustment for ‘plant adjust- 
ments, plant acquisition ad- 
justments and organization 
expenses 


($2,726,493) 
(3,633,075) 


(10,636,864) 


Subtotal ($16,996,432) 


Amount by which the relative 
net assets as shown by the 
books of subsidiaries at dates 
of acquisition of their shares 
exceeds the cost of invest- 
ments in such shares 


eoeee> (14,628,111) 
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TABLE 


Operating revenues .....sceeeeeeeeecece ee 
Operating expenses 


Operating income 
Nonoperating income 


Gross income 
Fixed charges 


$2,414,542 


$1,423,000 


Balance 
Ratios of gross income to: 
Fixed charges 
Fixed charges and preferred dividend re- 
quirements 
Fixed charges, preferred and Class A 
dividend requirements 
these proposed allocations to the pub- 
lic holders of MP&L second preferred 
stock and common stocks. Accord- 
ingly, in view of the foregoing con- 
siderations, we do not believe that the 
amended plan should be denied ap- 
proval on this account. 


Shareholders of RIPS 


The consolidated capitalization and 
surplus of RIPS and its subsidiaries 
as at December 31, 1944, actual and 
adjusted to reflect underlying net as- 
sets and minimum liquidating values 
of preferred stocks are shown in 
Tables XXI and XXII, on pages 29 
and 30. 

The RIPS $2 preferred stock has 
a par value of $27.50 per share and a 
call price and liquidation preference of 
$33 per share. It is entitled to prefer- 
ential dividends of $2 per share per 


$27,568,908 
22,961,556 
$4,607,352 


$4,676,214 


$1,100,150 


XXII 


Actual 
1944 


7-Year 
Average ® 


$17,298,093 
13,585,463 


$3,712,630 
180,559 


$3,893,189 
1,734,127 % 


$2,159,062 
991,452 991,452 


$1,167,610 
22,940 322,940 


$844,670 


225 
1.44 1.43 1.76 
1.31 1.28 1.57 


annum and since the formation of the 
company these dividends have been 
paid regularly and have been well cov- 
ered by earnings. The amended plan 
proposes to aliocate to each share of 
RIPS preferred stock held by the pub- 
lic $16.50 in cash and one common 
share of NEES. 

As indicated in Table XXI, the net 
assets per books and the adjusted net 
assets are well in excess of the call 
price and liquidation preference of 
$33 per share for the RIPS preferred 
stock. We have concluded, however, 
as discussed later herein, that the 
claim of this preferred stock is limited 
to $33 per share. As_ previously 
shown in Table XIII, the asset value 
per books applicable to one share of 
NEES common stock is $21.53. This 
amount plus $16.50 in cash results in 
a figure of $38.03 as compared with 


Estimated 
Postwar 
$20,959,000 

16,371,800 


$4,587,200 


68,862 190,500 


$4,777,700 
1,723,800 


$3,053,900 
991,500 


2,261,672 


$2,062,400 
322,900 


$1,739,500 


2.07 2.77 





63 The adjustment for depreciation accruals 
for RIPS and subsidiaries amounts to $271,- 
830 per year, which is the difference between 
the estimated postwar depreciation accruals 
of $2,000,000 and reported depreciation ac- 
cruals of $1,728,170 per year. 
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€ Minority interests included in fixed 
charges have been increased by $923 due to 
adjustment for reduced depreciation accrual 
for United Electric Railways Company. 

65 It will be noted that NEPA owns 96 per 
cent of the Class A stock in addition to all 
of the common stock of RIPS. 
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the call price and liquidation prefer- 
ence of $33 per share of RIPS pre- 
ferred stock. Adjusted net assets ap- 
plicable to one share of NEES com- 
mon stock amount to $11.20. This 
amount plus the $16.50 in cash results 
ina figure of $27.70 as compared with 
the call price and liquidation prefer- 
ence of $33 per share of RIPS pre- 
ferred stock. From an earnings stand- 
point, the $16.50 in cash compensates 
the RIPS preferred shareholders for 
half their total claim, including their 
claim to dividends, which would be 
equivalent to $1 per share per year. 
On this basis, and assuming 7-year 
average adjusted earnings of $1.45 
and estimated postwar earnings of 
$1.59 per common share of NEES, 
the equivalent earnings applicable to 
each share of RIPS preferred stock 
would be about $2.45 and $2.59, 
respectively, per year. Based on the 
management’s estimate of expected 
dividends, the RIPS preferred stock- 
holders could expect a return equiva- 
lent to $2.15 and $2.30, respectively, 
as compared with present preferred 
dividends of $2 per share. 

The RIPS Preferred Stockholders’ 
Committee, one of the participants 
herein, contends that the call or liqui- 
dation price of $33 per share does not 
set a ceiling on their claim under the 
reorganization and that the RIPS 
preferred stock has at times been sell- 
ing above $33 per share. It is further 
claimed that, if it were not for the lim- 
itation imposed by the call price, such 
stock would sell closer to a 5 per cent 
basis, or $40 per share. While the 


committee admits that the RIPS $2 
preferred stock can be called at $33 
per share plus accrued dividends, it 
contends that the RIPS preferred 
stockholders are not receiving all cash 
for their claim and, accordingly, such 
call or liquidation price does not gov- 
ern, so that the RIPS $2 preferred 
stock should receive a higher alloca- 
tion if it is to receive the equitable 
equivalent of all the rights being re- 
linquished. We are of the opinion 
that the call price of $33 per share 
provides a maximum for the partici- 
pation of the RIPS $2 preferred 
stock * since NEPA, the holder of 
the junior equity securities of RIPS, 
has the legal right to retire the pre- 
ferred stock at its redemption price 
apart from the impact of § 11 of the 
act and under present circumstances 
would in all likelihood call such stock 
for redemption.” 

[7] The committee further objects 
to the allocation of common stock of 
another holding company to satisfy 
part of the claims of the RIPS $2 pre- 
ferred stock, which stock is asserted 
to be of relatively high quality and has 
no dividend arrearages. We believe 
this argument neglects the fact that 
certain public utility holding com- 
panies are subject to a reshaping of 
their affairs in order to comply with 
the act. All those owning interests in 
the particular enterprise are necessar- 
ily affected by the action taken. The 
object of the whole process is to ac- 
complish the public purpose with fair- 
ness and equity to those whose inter- 
ests are affected. If a plan filed to 





6 A witness, Reis, testifying on behalf of 
the RIPS Committee, admitted that under 
present market conditions RIPS could refund 
the $2 preferred stock, the benefit of which 
refinancing would accrue to NEPA. 


67 See Re Buffalo, N. & E. Power Corp. 
(1945) Holding Company Act Release No. 
6083, 61 PUR(NS) 354; Re American Power 
& Light Co. (1945) Holding Company Act 
Release No. 6176, 61 PUR(NS) 129. 
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comply with the requirements of § 11 
of the act is found to be necessary to 
accomplish such purposes and accords 
to security holders the equitable equiv- 
alent of their rights there can be no 
legitimate cause for complaint if the 
plan cuts across the contract rights of 
the security holders affected. In 
view of all the relevant facts in the 
record, we are satisfied that the allo- 
cation of $16.50 in cash and one share 
of NEES common stock to the public 
holders of each share of RIPS pre- 
ferred stock accords such stockholders 
fair and equitable treatment. 

The RIPS Class A stock, of which 
only 3,241 shares are outstanding in 
the hands of the public, ranks junior 
to the RIPS $2 preferred stock. The 
Class A stock has a par value of $55 
per share and a call price and liquida- 
tion preference of $100 per share. It 
is entitled to a dividend preference 
over the junior security, the Class B 
stock, of $4 per year, and to a limited 
participation with the Class B stock in 
dividends under certain circum- 
stances.” The $4 dividend on this 
security has always been paid since its 
issuance and is amply covered by earn- 
ings. The amended plan proposes to 
allocate to each Class A share 3? 


shares of new common stock of 
NEES. 

As indicated in Table XXI, the net 
assets per books and the adjusted net 
assets applicable to the Class A stock 
are in excess of the call price and liqui- 
dation preference of such stock. As 
previously indicated in Table XIII, 
the asset value per books applicable to 
33 shares of NEES common stock is 
$80.74 and the adjusted net asset 
value applicable thereto is $42 as com- 
pared with the present call price and 
liquidation preference of $100 per 
share of RIPS Class A stock. From 
an earnings standpoint, however, as- 
suming 7-year average adjusted earn- 
ings of $1.45 per share and estimated 
postwar earnings of $1.59 per share 
of NEES common stock, earnings ap- 
plicable to 33 shares of such stock 
would amount to $5.44 and $5.96, 
respectively. Based on the manage- 
ment’s estimate, expected dividends 
on these bases would be $4.31 and 
$4.87, respectively, as compared with 
present Class A dividends of $4 per 
share. In view of all the relevant 
facts in the record, we are satisfied 
that the allocation of 3? shares of 
NEES common stock to the public 
holders of each share of RIPS Class 





68 See Re Standard Gas & E. Co. (1944) 
Holding Company Act Release No. 5430, 57 
PUR(NS) 321; (1945) 58 PUR(NS) 278, 
59 F Supp 274; (1945) 61 PUR(NS) 175, 
151 F2d 326. 

See also Re United Light & P. Co. supra, 
where the third circuit court of appeals stated 
as follows with respect to the preferred stock 
allocations being considered therein: 

“Though the preferred stockholders of 
Power have contract rights which entitle them 
to the payment of $100 a share and accumu- 
lated dividends on liquidation or dissolution 
of a those rights, at least in the absence 
of insolvency, have not matured and cannot 
mature for the reason that the congressional 
mandate contairied.in the act strikes across 
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their contract rights and the maturities em- 
braced by them, severing them. Tholgh sev- 
ered, they are not lost for, as we have seen, 
they’ must be transmuted as nearly as can be 
into their equitable equivalents.” 

69 After payment in any year of $1,701,125 
or 75 cents per share on the Class B stock, 
the Class A stock is entitled to an additional 
$161,470 or $2 per share (noncumulative) be- 
fore further dividends are paid on any junior 
stock. Actual dividends paid on the Class B 
stock during the past ten years have ranged 
from about $567,000 to about $1,270,000 per 
year and averaged $961,703 per year or 56.5 
per cent of the amount at which the partici- 
pating provision becomes operative. 
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stock accords such stockholders fair 
nd equitable treatment. 

hareholders of MUA 

The consolidated capitalization and 
wrplus of MUA and its subsidiaries 


POWER ASSOCIATION 


as at December 31, 1944, actual and 
adjusted to reflect underlying net as- 
sets and minimum liquidating prefer- 
ence of preferred stock are shown in 
the following tabulation: 


Taste XXIII 


Actual 
Amount 


$159,013 
3,000,000 


28,954,500 
4,009,294 


$36,122,807 


1 


Fquity per preferred 
$56.92 


80.2 


100.0 


Adjusted 
Amount 


$159,013 


% Adjustment 


0.4 
8.3 
(1,346,249) 
(4,009,294) 


($5,355,543) 74 
($9.24) 


1.1 





$30,767,264 
$47.68 


Earnings of MUA and subsidiaries on a consolidated basis are shown as 


follows : 


Taste XXIV 


Operating revenues ........scecccceeceees 
Operating expenses 


Operating income 
Nonoperating income 


Ratios of gross income to: 
Fixed charges 
Fixed charges and preferred dividend re- 
quirements 


Earnings per common share 74 


As at December 31, 1944, MUA 
had outstanding a $3,000,000 unse- 
cured note payable to The First Na- 


Estimated 
Postwar 


$12,534,400 


7-Year 
Average 78 


$10,290,889 
8,903,359 


$1,387,530 
483,106 


, 


Actual 
1944 


$13,376,378 
12,081,141 
$1,295,237 
284,674 


’ 


, 


$1,526,000 
503,000 


’ 


’ 


$2,029,000 
116,600 


$1,912,400 
1,447,700 


$464,700 


$1,870,636 
319,54878 


$1,551,088 
1,447,725 


$103,363 


$1,579,911 
133,119 


1,447,725 
($933) 
11.87 

1.00 


17.40 
1.06 1.30 
$0.06 $0.25 


tional Bank of Boston, bearing inter- 
est at 24 per cent per annum, payable 
monthly, dated February 9, 1942, and 


5.85 





™ The 5 per cent preferred stock has a pref- 
erence in liquidation of $34,745,400 or $60 per 
share for the 579,090 shares outstanding. 

1This adjustment represents the excess 
cost of investments (net of reserve) in shares 
of subsidiaries over the relative net assets 
shown by the books of subsidiaries at dates 
of acquisition. 

The adjustment for depreciation accruals 
for MUA and subsidiaries amounts to $63,950 
per year, which is the difference between the 


[3] 


estimated postwar depreciation accruals of 
$759,000 ap — depreciation accruals 
averaging ,050 per year. 

78 Minority interests included in _ fixed 
charges have been decreased by $609 due to 
adiustment for increased depreciation accruals. 

74 Does not give effect to preferred stock 
participating provisions, which would reduce 
the amount of earnings available for dividends 
on the common shares on these three bases 
to $0.00, $0.05, and $0.22, respectively. 
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maturing February 9, 1945. In No- 


vember, 1944, MUA filed a declara- 
tion with the Commission requesting 
permission to issue a 24 per cent un- 


secured note in the principal amount 
of $3,000,000, dated February 9, 
1945 and due February 9, 1948, pay- 
able to the First National Bank of 
Boston, in order to redeem the 24 per 
cent unsecured note. The Commis- 
sion permitted the declaration to be- 
come effective on December 29, 
1944. The 24 per cent unsecured 
note now outstanding provides that 
all or any part of the principal amount 
plus accrued interest may be paid at 
the election of MUA at any time upon 
not less than thirty days’ prior written 
notice. Furthermore, the MUA note, 
like the NOBO notes previously dis- 
cussed above, permits prepayment 
without penalty or premium if effec- 
tuated in connection with a § 11 pro- 
ceeding under the act. Since the 
amended plan provides for the dis- 
charge of MUA’s 2} per cent unse- 
cured note by cash payment as above 
specified, there is obviously no unfair- 
ness to the holder thereof. 

There are outstanding in the hands 
of the public 562,671 shares of MUA 
preferred stock. This stock has no- 
par value but has an expressed value 
of $50 per share. It is noncallable 
and is entitled to a preference in liqui- 


dation of $60 per share plus accrued 
dividends and to a preference of divi- 
dends at the rate of 5 per cent on its 
expressed value of $50 per share, or 


$2.50 per year, and it is also entitled t 
a limited participation in dividends jf 
any dividends are paid on the MU: 
common shares. The full $2.5 
dividend has been paid every yez 
since the formation of the company al 
though it was not earned on a cor 
porate or consolidated basis in 1943 9 
1944. The amended plan proposes to 
allocate to each share of MUA pre. 
ferred stock $16.50 in cash and 1} 
shares of NEES common stock. 

As shown in Table XXIII, the net 





preference of such stock. Table XIII 
indicates that the asset value per books 
applicable to 1 and 4 shares of NEES 
common stock amounts to $32.30. 
This amount plus the $16.50 in cash 
results in a figure of $48.80 as com- 
pared with assets per books of $56.9 
per share of MUA preferred stock. 
Adjusted net assets applicable to 1} 
shares of NEES common. stock 
amount to $16.80. This amount plus 
the $16.50 in cash results in a figure 
of $33.30 as compared with adjusted 
net assets of $47.68 per share of 
MUA preferred stock. 

As in the case of the MP&L pre- 
ferred stock, discussed above, to make 
an earnings test of the treatment to be 
accorded holders of the MUA pre- 
ferred stock, it is necessary to find the 
earnings equivalent of the $16.50 cash 
payment proposed to be made to them. 
In this connection, Moore testified 





75 Re Massachusetts Utilities Associates 
ge Company Act Release No. 5531, Dec. 
1944, 


76 This participation entitled the MUA pre- 
ferred shareholder to receive an additional 
payment per share equal to one-half the 
amount declared and paid on each common 
share until the total amount equals 7 per cent 
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of the expressed value, or $3.50 per share in 
any one year, including the regular cumula- 
tive dividend of $2.50 per year. The 

indicates that this provision in MUA’s char- 
ter has never been operative and that it is 
possible for it to become operative only under 
the most favorable business conditions. 
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that he and his associates considered 
the earnings of MUA, the then cur- 
rent dividend rate of approximately 
$2.50 per share and the then current 
market price for the stock of from 
$36.25 to $40 per share, and conclud- 
edthat a 6 per cént rate was the appro- 
priate measure of the earnings equiv- 
alent of the proposed cash payment.” 
On this basis the $16.50 in cash would 
compensate the MUA preferred 
stockholders to the extent of 99 cents 
per share per annum (6 per cent of 
such payment). On this assumption, 
the cash and the 14 shares of 
nw common stock with 7-year 
average adjusted earnings of $2.18 
($1.45 per share) and estimated 
postwar earnings of $2.39 ($1.59 
per share) would earn the equivalent 
of about $3.17 and $3.38 per share, 
respectively. Based on the manage- 


ment’s estimate of expected dividends 
of $1.15 and $1.30 per share of 
NEES common stock at these earn- 
ings levels, the holder of each share 
of MUA preferred stock could expect 
an equivalent return of $2.72 and 


$2.94, respectively, compared with 
their present dividend preference of 
$2.50 per year. In view of all the rele- 
vant facts in the record we are satisfied 
that the allocation of $16.50 in cash 
and 14 shares of NEES common 


stock to the public holders of each 
share of MUA preferred stock accords 
such stockholders fair and equitable 
treatment. 

As previously indicated, the MUA 
common shares are represented by 
common voting trust certificates. 
There are outstanding certificates 
representing 1,780,249 common 
shares, of which 1,358,091 shares are 
owned by NEPA and 422,158 shares 
by the public. The shares have a par 
value of $1 each. No dividends have 
been paid on this class of stock. The 
amended plan proposes to allocate to 
the owners of each MUA common 
share 15/100 of a share of common 
stock of NEES. 

As indicated in Table XXIII, there 
are no net assets, per books or adjust- 
ed, applicable to the MUA common 
stock after subtracting the liquidation 
preference of the MUA preferred 
stock. However, the net assets per 
books applicable to the 15/100 of a 
share of new common stock to be allo- 
cated amount to $3.23 and the adjust- 
ed net assets applicable thereto amount 
to $1.68. Based on 7-year average 
adjusted earnings of $1.45 per share 
and estimated postwar earnings of 
$1.59 per share of NEES common 
stock, the equivalent earnings applica- 
ble to each share of MUA common 





™ As we have indicated heretofore in con- 
nection with the MP&L $2 preferred stock, 
we do not accept the 6 per cent rate used 
by the applicants as necessarily being the ap- 
propriate measure of the earnings attributable 
to the proposed cash payment to the MUA 
preferred stockholders. However, the use of 
a lower rate does not significantly affect the 
comparison of earnings and therefore the 
choice of a precise rate is not material to the 
conclusion. For example, if the earnings at- 
tributable to the proposed cash payment were 
measured at a 5 per cent rate or a 4 per cent 
he the earnings comparisons would be as 
ollows : 


Cash and 
NEES 
Stock 
Assuming 5% rate 
7-year average adjust- 
ed earnings 
Estimated postwar 
earnings 
Assuming 4% rate 
7-year average adjust- 
ed earnings 
Estimated postwar 
earnings 


$3.00 
$3.21 


$2.84 
$3.05 
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stock (on the basis of 15/100 of a_ tion of 15/100 of a share of NEES 
share of new common stock), would common stock to the public owners of 
be about 22 cents and 24 cents, respec- each share of MUA common stock ae. 
tively, per year compared with the cords such stockholders fair and equi- 
actual and estimated earnings of 6 table treatment. 

cents and 25 cents, respectively, shown oy 1 op oiders of NEPA 

in Table XXIV above. Based on es- The consolidated capitalization and 
timated dividends of $1.15 and $1.30, surplus of NEPA and its subsidiaries 
respectively, per share of NEES com- including MUA and its subsidiaries 
mon stock, the holders of each share (which are not consolidated for ac- 
of MUA common stock could expect counting purposes) as at December 
dividends of approximately 17 cents 31, 1944, and adjusted to reflect un- 
and 20 cents, respectively, per year. In derlying net assets and minimum liqui- 
view of all the relevant facts in the dating preferences of preferred stocks 
record we are satisfied that the alloca- are shown in the following tabulation: 














Taste XXV 
Actual Adjusted 
Amount %o Adjustment Amount % 
Funded debt of subsidiaries $96,630,250 25.2 ect a $96,630,250 342 
Preferred stocks of subsidi- 
MER divi dnek ase ocaw nailed 90,477,588 23.6 (4,168,153) 86,309,4351 305 
Minority interests in sub- 
EN Cadwcccbinnckteus 13,514,669 3.5 (1,163,994) 2 12,350,675 43 
ee eae ace $200,622,507 523 ($5,332,147)  $195,290,360 690 
Funded debt of NEPA .... 44,700,500 | arn en 44,700,500 158 
Preferred stocks of NEPA 66,166,116 17.3 (23,326,021) 42,840,0953 152 
Common equity of NEPA .. 71,207,762 18.7 ae... shakaceee piers 
Es identen eands cas $382,696,885 100.0 ($99,865,930) # ($282,830,955) 100.0 
Equity per 6% preferred 
NE el iw aguiutancebiine $207.20 ($142.48) $64.72 
— per $2 preferred 
St AE OS eee 9.10 ($47.86) $21.24 
a per common share . 745 ($66.74) $0.00 
1 This amount is determined as follows: 
New England Power Company—80,140 shares @ $100 ..............-sececeees $8,014,000 
Connecticut River Power Company—4,703 shares @ $100 ..............ccceees 470,300 
Gardner Electric Light Company—2,413 shares @ $100 ...............2.ceeeees 241,300 
Green Mountain—adjustment exceeds preferred and common equity ............ 0 
re SM OD nee. ah cs cub cdiak de bees cs rine ue cosbemeseehen 1,990,712 
ec Se, Ge OD in vivicc vc ba¥ensecvenecsadeevtckiaseceseed 9,000,000 
GN So ee dren Aches obnas cdveséedenscnkbvc es bes bis 16,300,086 
ee Cen ee OO Oe Ne nn ncn wad fos sb de dieeveceédawea vbeeee 324,100 
MP&L—957,453 shares @ $24.17 (Table XIX, supra) .......... ccc cece ee eees 23,143,468 
MUA—562,671 shares @ $47.68 (Table XXIII, supra) ...............cccceeees 26,825,469 
POE: Sand ccnhisk vo scisnbudeas ender Deeks p cceetsteaetscawcuies dokdeaek uae $86,309,435 
2 This adjustment is determined as follows: 
NOBO—3,124 shares @ $15.34 (Table XVII, supra) ......seseccecsereceseeseees $47,922 
MP&L—adjustment of minority interest of MP&L arising in consolidation with 43 
MUAadj ustment of minority interest of MUA arising in consolidation with NEPA 618,539 
Total (PRR RRR R ERR RRR RRRER EERE SERS ERE RRS eeeeeeeeeeeer eee eeeeeeeeeeeeee $1,163,994 
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RE NEW ENGLAND POWER ASSOCIATION 
8 This account represents the difference between the adjusted equity and the preferred stock 


capital per books. 
$75,127,818 as follows : 


6% preferred stock .. 


$2 preferred: stock ...ccccccccccce eee 


4This adjustment is determined as follows: 


Full liquidation preferences, including dividend arrearages, aggregated 


Per Share 


$75,127,818 


Excess cost of investments in shares of subsidiaries (including MUA and its sub- 
sidiaries) over the relative net assets shown by the books of subsidiaries at 


dates of acquisition 


$81,950,054 


Adjustment for plant adjustments, plant acquisition adjustments and organization 


expenses 


16,751,882 


Adjustment for minority interests as per footnote 2 above 1,163,994 


Total adjustment 


If underlying net worth of stocks of the direct subsidiaries was further adjusted by $14,- 
446,988 of possible upward revaluations and intra-system profits, the adjusted net assets would 
be equivalent to $42.90 per share of $6 preferred stock and $14.30 per share of $2 preferred 


stock. 


5 This amount is determined after subtracting the preferred stock liquidating values, includ- 


ing arrearages. 


It should be noted from Table XXV 
that the adjusted assets applicable to 
all the securities of NEPA aggregate 
approximately $87,500,000, of which 
approximately $43,000,000 are ap- 
plicable to the public holders of pre- 
ferred stock of NEPA. Approxi- 
mately $60,000,000 of the adjusted 
net assets of NEPA and about $5,- 
000,000 of the 7-year average adjust- 
ed earnings applicable to NEPA are 


attributable to its investments in di- 
rect operated subsidiaries whose as- 
sets and earnings are presently not 
subject to the claims of any of the 
public stockholders of the subholding 
companies. 

Consolidated earnings of NEPA 
and its subsidiaries including MUA 
(which is normally not consolidated 
for accounting purposes) are shown 
in the following table: 


TaBLE XXVI 


Operating revenues 
Operating expenses 


Operating income 
Nonoperating income 


Gross income 
Fixed charges 


Net income 
Preferred dividend requirements 


Balance 


Actual 
1944 


$85,920,156 
69,342,597 


$16,577,559 
885,198 1,676,812 1,639,000 


$17,462,757 
13,367,805 


$4,094,952 
3,977,518 


$117,434 


Estimated 
Average 78 Postwar 8 
$62,570,881 $77,861,000 
45,594,445 60,303,000 


$16,976,436 $17,558,000 


7-Year 


$19,197,000 
12,514,000 82 


$6,683,000 
3,978,000 


$2,705,000 


$18,653,248 
14,185,673 79 


$4,467,575 
3,977,518 


$490,057 





78 The adjustment for depreciation accruals 
for NEPA and subsidiaries amounts to $668,- 
364 per year, which is the difference between 
the estimated postwar depreciation accruals 
of $6,350,000 and reported depreciation ac- 
cruals averaging $5,681,636 per year. 

7 Minority interests included in fixed 
charges have been reduced $97,401 due to 


increased depreciation accruals. 

8 This statement gives effect to the re- 
financing of the NEPA debentures on a 4 
per cent basis. Moore testified that, absent 
the amended plan, NEPA could refinance its 
debentures on this basis or better. 

81 This figure excludes that portion of the 
MP&L dividend requirements not earned. 
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Ratios of gross income to: 
Fixed charges 
Fixed charges and preferred dividend 

requirements 


eee eee eee eee eee eee) 


sete eee eeee 


Earnings per common share 


As at December 31, 1944, NEPA 
had outstanding $21,619,000 principal 
amount of 5 per cent debentures due 
April 1, 1948, and $23,081,500 princi- 
pal amount, of 54 per cent debentures 
due December 1, 1954, or an aggre- 
gate debt of $44,700,500. The de- 
bentures are redeemable in whole or 
in part on any interest date on sixty 
days’ notice. The 5 per cent and 54 
per cent debentures are now redeem- 
able at 100} and 101, respectively. 
The amended plan proposes to pay the 
debenture holders an amount equal to 
$100.50 for the 5 per cent debentures 
and $101 for the 54 per cent deben- 
tures.™ 

It is clear that the NEPA deben- 
tures must be retired at this time in 
order to effectuate compliance with 
the standards of § 11(b)(2). To the 
extent that the senior security holders 
are to receive common stock of NEES 
which would be junior to the NEPA 
debentures, the earnings and asset 
position of such debentures would be 
greatly improved if they were to re- 
main outstanding. This improve- 
ment would be in the nature of a wind- 
fall to the debenture holders, and to 
permit these debentures to remain out- 
standing after the reorganization 


1.31 1.31 1.53 
1.01 1.03 1.16 
$0.13 $0.53 $2.90 


would be unfair and inequitable to all 
the security holders of NEPA and its 
subholding companies who are par- 
ticipating under the amended plan. 
On the other hand, the record indi- 
cates that the NEPA debentures have 
been selling at market prices which 
are above their call prices. Moore 
stated that the threat of redemption of 
the debentures has limited their mar- 
ket prices, and that, absent the immi- 
nence of reorganization of the NEPA 
system, the debentures would have 
been called for redemption and re- 
placed by debt carrying a lower inter- 
est rate. Although many other ele- 
ments are involved, it may be said that 
the present program constitutes a re- 
financing of the debentures of NEPA 
to take advantage of current money 
rates. In view of the foregoing con- 
siderations and of the asset and earn- 
ings data in the record, we find the 
proposed cash payments in amounts 
equal to $100.50 and $101 to the 5 
per cent and 54 per cent debenture 
holders, respectively, which amounts 
are equivalent to their call prices, ac- 
cord fair and equitable treatment to 
the holders of such debentures. 
NEPA had outstanding, as at De- 
cember 31, 1944, 656,457 shares of 





82 As previously noted the amended plan 
provides that the a of the funded debt 
to be issued by NEES will be used to dis- 
cong the funded debt by NEPA, MUA, and 
NOBO or any indebtedness incurred to re- 
fund such debt. This provision of the amend- 
ed -_ would permit the refunding of the 
NEPA debentures during the course of this 
proceeding if it became advantageous to do 
so. We find no unfairness in this provision. 
Moreover, any such —— would neces- 
sarily come before us and would have to meet 
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the applicable statutory standards of the act 
and be consistent with the provisions of the 
amended plan. 

83In support of this statement, Moore tes- 
tified that the management investigated the 
am onge of refunding the debentures on the 
asis of the present corporate and capital 
structure of NEPA and was advised that 
these securities could be refunded at an inter- 
est rate under 4 per cent as compared with 
their present rates of 5 per cent and 5% per 
cent. 
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6 per cent preferred stock * and 19,- 
388 shares of $2 dividend preferred 
stock. The two series of preferred 
stock rank pari passu and, with minor 
exceptions,” have the same rights, 
limitations and preferences pro rata. 
These stocks are entitled to respective 
preferential dividends of $6 and $2 
per year, and preferences in liquida- 
tion of $100 and $334, respectively, 
per share plus accrued dividends. 
Table XX VI above indicates that the 
preferred dividend requirements have 
been earned on a consolidated basis. 
However, full dividends have not al- 
ways been paid so that arrearages on 
the 6 per cent preferred stock aggre- 
gated $8,862,170, or $13.50 per share, 
and arrearages on the $2 dividend pre- 
ferred stock aggregated $87,246, or 
$4.50 per share, as at December 31, 
1944.%° The liquidation preferences 
as at that date were therefore $113.50 
and $37.834, respectively, per share. 
The amended plan proposes to allo- 
cate to each 6 per cent preferred stock 
5.4 shares of new common stock, 
and proportionately 1.8 shares of 
new common stock to the $2 dividend 
preferred stock.*” 

As previously indicated in Table 
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XIII, the asset value per books ap- 


plicable to 5.4 shares of NEES 
common stock is $116.26 compared 
with assets per books as shown in 
Table XXV in excess of the $113.50 
per share preference in liquidation of 
the NEPA 6 per cent preferred stock. 
Similarly the asset value per books 
applicable to 1.8 shares of NEES 
common stock is $38.75 compared 
with assets per books in excess of the 
$37.83-4 per share preference in liqui- 
dation of the NEPA $2 preferred 
stock. Adjusted net assets applicable 
to 5.4 shares of NEES common 
stock amount to $60.48 compared 
with adjusted net assets of $64.72 per 
share of NEPA 6 per cent preferred 
stock. Likewise, adjusted net assets 
applicable to 1.8 shares of NEES 
common stock amount to $20.16 com- 
pared with adjusted net assets of 
$21.24 per share of NEPA $2 pre- 
ferred stock. 

With 7-year average adjusted earn- 
ings of $1.45 per share and estimated 
postwar earnings of $1.59 per share, 
the 5.4 shares of NEES com- 
mon stock to be received by the hold- 
ers of each share of NEPA 6 per cent 
preferred stock would have earnings 





8 MUA owns 1,000 shares of the 6 per cent 
preferred and like other intersystem holdings, 
these shares will be eliminated in the re- 
organization, leaving 655,457 shares of 6 per 
cent preferred to be considered under the 
amended plan. 

85 The $2 dividend preferred has no par 
value whereas the 6 per cent preferred has 
a $100 par value; the $2 dividend stock is 
callable at $37.50 whereas the 6 per cent pre- 
ferred i is callable at $105. 

% Preferred dividend requirements have 
been paid in full through 1934 after which 
payments were made as follows: 
















Dividend Payments Annual Arrears 


6% pid. $2 pfd. 6% pid. $2 pfd. 
ae $4.00 $1.33% $2.00 $0.663 
eo 5.00 1.668 1.00 0.33% 
re 6.00 2.00 i ‘s 
re 4.00 1.33% 2.00 0.66% 
ee 5.50 1.83% 0.50 0.168 
oA 6.00 2.00 re és 
sg, Tee 4.00 1.33% 2.00 0.663% 
1942 ...000 4.00 1.33% 2.00 0.663 
vo ee 4.00 1.33% 2.00 0.66% 
TONE. ..cc0 4.00 1.338 2.00 0.66% 
TOR .03es ws $13.50 $4.50 


87 The record shows that the applicants 
considered three $2 dividend preferred shares 
as equivalent to one 6 per cent preferred share 
and made their proposed allocations on this 
three-for-one basis. 
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of $7.83 and $8.59, respectively, and 


the 1.8 shares of NEES com- 
mon stock to be received by the hold- 
ers of each share of NEPA $2 pre- 
ferred stock would have earnings of 
$2.61 and $2.86, respectively. Based 
on the management’s estimate of ex- 
pected dividends and based on 7-year 
average adjusted earnings, the holders 
of each share of NEPA 6 per cent pre- 
ferred stock could expect dividends of 
$6.21 per year compared with recent 
dividend payments ranging from $4 to 
$6 per year. Similarly, the holders of 
each share of NEPA $2 preferred 
stock could expect dividends of $2.07 
per year compared with recent divi- 
dend payments ranging from $1.334 
to $2 per year. Based on the manage- 
ment’s estimate of normal postwar 
earnings, expected dividends would be 
$7.02 per year for each share of 
NEPA 6 per cent preferred stock and 
$2.34 per year for each share of 
NEPA $2 preferred stock compared 
with preferred dividend requirements 
of $6 and $2, respectively. 

Counsel representing Albert W. 
Rice and Whiting, Weeks & Stubbs 
has made certain contentions relative 
to the participation to be accorded the 
NEPA preferred shares. Rice is the 
owner of 12,600 shares of NEPA 6 
per cent preferred stock and the firm 
of Whiting, Weeks & Stubbs claims to 
have an interest because it sold such 
shares to its customers. The principal 
argument was based on the treatment 
of the NEPA preferred shares in re- 
lation to the treatment of the other 


classes of stock in the NEPA system. 
In our consideration of a similar con- 
tention made by counsel representing 
holders of the MP&L $2 preferred 
stock, we indicated that a comparison 
of the treatment accorded securities of 
different holding companies was not 
appropriate under the circumstances, 
However, with respect to the compari- 
son of the treatment of the NEPA 
preferred stock with that of the 
NEPA common stock, both of which 
have the same underlying assets and 
sources of earnings, there is ground 
for discussion of the point raised by 
these participants. 

We have already set forth the assets 
and earnings applicable to the NEPA 
preferred stock at present as compared 
with the assets and earnings applicable 
to the NEES common stock proposed 
to be allocated thereto. With respect 
to compensation for the arrearages of 
the NEPA preferred stock, it should 
be pointed out that on the basis of es- 
timated postwar earnings, the NEPA 
preferred stock arrearages, aggregat- 
ing $8,949,416 as at December 31, 
1944, could be paid in a little over 
three years if all consolidated net in- 
come were paid out in dividends.” 
Furthermore, if these arrearages were 
paid immediately * and such cash pay- 
ment earned the same return as the 
NEPA preferred stocks, the claim to 
earnings would be $6.81 for the 6 per 
cent preferred stock and $2.27 for the 
$2 preferred stock compared with es- 
timated postwar earnings of $8.59 and 
$2.86, respectively, on the new com- 





88 Counsel for these participants admitted 
at oral argument that the postwar earnings 
estimate “gives every reasonable prospect that 
they would be paid in the near future were 
there no reorganization.” 


8 This is the best assumption for the pre- 
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ferred stockholders, since any delay in divi- 
dend payments would inure to the benefit of 
the common stockholders who would have the 
use of the preferred stockholders’ money at 
no cost. 
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mon stock to be received in exchange 
therefor. It appears from the record 
that the applicants have given consid- 
eration to the arrearages of the 
NEPA preferred stocks and that their 
daims have been adequately compen- 
sated and, therefore, we find that this 
objection is without merit. 

In view of all the relevant facts in 
the record, we are satisfied that the 
allocation of 5.4 shares of new 
common stock to the public holders of 
each share of NEPA 6 per cent pre- 
ferred stock and the allocation of 
18 shares of new common stock 
to the public holders of each share 
of NEPA’s $2 dividend preferred 
stock accords such stockholders fair 
and equitable treatment. 

The NEPA common stock has no 
par value and there are outstanding 
932,604 shares of which 821,780 
shares are owned by IHES.*® No 
dividends have been paid on this stock 
since 1934. The amended plan pro- 
poses to allocate to each share of 
NEPA common stock 65/100 of a 
share of new common stock. 

As previously indicated in Table 
XIII, the asset value per books ap- 
plicable to 65/100 shares of NEES 
common stock is $13.99 as compared 
with net assets per books of $66.74 
per share of NEPA common stock 
after subtracting the preferred stock 
liquidating value, including arrearages. 
Adjusted net assets applicable to 
65/100 of a share of NEES common 
stock amount to $7.28 while there are 
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no adjusted net assets applicable to 
the NEPA common stock. Based on 
7-year average adjusted earnings of 
$1.45 per share and estimated post- 
war earnings of $1.59 per share of 
NEES common stock, the earnings 
applicable to 65/100 of a share 
amount to 94 cents and $1.03, respec- 
tively, compared with earnings of 53 
cents and $2.90, respectively, applica- 
ble to the presently outstanding 
NEPA common stock as shown in 
Table XXVI above. Based on these 
earnings levels, estimated dividends 
would be 75 cents and 85 cents, re- 
spectively, per share of NEPA com- 
mon stock. 

In view of all the relevant facts in 
the record, we are satisfied that the 
allocation of 65/100 of a share of 
new common stock to the public hold- 
ers of each share of NEPA common 
stock accords such stockholders fair 
and equitable treatment. 


Summary of Allocations 

[8] As previously indicated, in or- 
der to find the plan fair and equitable 
all that is required is that each class of 
security holders is to receive the equi- 
table equivalent of the claims surren- 
dered," and neither the reasonably 
foreseeable future earnings nor the 
allocations based thereon lend them- 
selves to determination with mathe- 
matical certitude.” 

As heretofore noted, the consum- 
mation of the amended plan will in- 
crease consolidated net income of the 
system. This is primarily a result of 








% All the NEPA common shares are treat- 
ed as being held by the public as IHES is 
not being reorganized under this amended 
plan. Therefore, IHES is to receive shares 
of new common stock in exchange for its 
holdings on the same basis as the public hold- 
ers of NEPA common. 














91 Group of Institutional Investors v. Chi- 
cago, M. St. P. & P. R. Co. (1943) 318 US 
523, 87 L ed 959, 63 S Ct 727. 

94See Consolidated Rock Products Co. v. 
Du Bois (1941) 312 US 510, 526, 85 L ed 
982, 61 S Ct 675. 
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the substitution of the proposed debt 
of NEES with a relatively low fixed 
interest requirement for the presently 
outstanding NEPA debentures and a 
portion of the subholding company 
preferred stocks, in addition to sav- 
ings in corporate expenses of the sub- 


holding companies. These benefits 
are to accrue to all publicly held secu- 
rities of NEPA and its subholding 
companies as indicated by the 7-year 
average earnings shown in the follow- 
ing table: 








Taste XXVII 
7-Year Average Earnings 9% 
Actual Pro Forma % 
Shares Owned Per 
by Public Amount Per Share Amount Share 
NOBO Preferred ............ 39,814 $119,442 96 $3.00 9 $143,735 $3.61 
Dee? COMER on cccccscecs 3,124 8,491 2.72 9,061 2.9 
MP&L Preferred ............ 957,453 1,769,804 1.85 1,986,897 2.08 
MP&L 2nd Preferred ........ ae. saeekabe des 237 0.04 
Bs EOUNOR ogc cccesvcs aan” ~ . «<xeteds sii 2,383 0.01 
EE CPUMEIOE Kicccccccecces 493,942 987,884 95 2.00 95 1,210,242 2.45 
"ES Ee eee 3,241 12,964 95 4.00 95 6 5.44 
ot ee rrr 562,671 1,406,678 95 2.50 95 1,781,000 3.17 
MUA Commne®c ....5ccececs 422,158 i 0.06 1,832 0.22 
NEPA Preferred ........... 661,92096 3,971,520 95 6.00 98 5,183,443 7.83 
NEPA Common ............ 932,604 490,055 0.53 879,082 0.94 
ME Lc wathddds natu. weieen $8,790,112 Beas $11,305,537 $... 
Estimated postwar earnings ap- 
plicable to each class of publicly held 
securities are shown below: 
Taste XXVIII 
Estimated Postwar Earnings 
Actual Pro Forma 97 
Shares Owned Per 
by Public Amount Per Share Amount Share 
NOBO Preferred .......... $119,44298 $3.0098 $149,153 $3.75 
NOBO Common ............ 9,180 2.94 9,911 3.18 
MP&L Preferred .......... 1,903,560 1.99 2,130,199 2.23 
DET a WOOO .ccccese <e ” ~ . ‘ewecenave ee 262 0.05 
Sie CANO wc cnsccsice SEES. | ebbcscens ene 2,638 0.02 
8” ere 987,884 98 2.00 98 1,272,513 2.59 
oe: "YS eae 12,964 98 4.00 98 19,279 5.95 
MUA Preferred ............ 1,406,678 98 2.5098 1,895,841 3.38 
MUA Common ............ 422,158 104,623 0.25 100,448 0.24 
NEPA Preferred ..........-. 661,920 99 3,971,52098 6.0098 5,669,808 8.59 
NEPA Common ............ 932,604 2,705,000 100 2.90 961,571 1.03 
NE atin bnae ents Ran deensee $11,220,851 | $12,211,623 | Pee 





93 These earnings are adjusted for depre- 
ciation accruals, as previously discussed. 

%4 These amounts are based on pro forma 
earnings of $1.45 per share of NEES com- 
mon stock and include certain assumptions 
used by the applicants as to the earnings at- 
tributable to the cash allocated to certain pre- 
ferred shares as previously discussed. 

95 These figures represent the limited claim 
to earnings of the respective preferred shares 
exclusive of arrearages or participating pro- 
vision. 

% This figure represents the number of 6 
per cent preferred shares and one-third the 
number of $2 preferred shares outstanding. 


87 These amounts are based on pro forma 
earnings of $1.59 per share of NEES com- 
mon stock and include certain assumptions 
used by the applicants as to the earnings at- 
tributable to the cash allocated to certain pre- 
ferred shares as previously discussed. 

98 These figures represent the limited claim 
to earnings of the respective preferred shares 
exclusive of arrearages or participating pro- 
vision. 

99 This figure represents the number of 6 
per cent preferred shares and one-third the 
number of $2 preferred shares outstanding. 

100 This assumes refinancing of NEPA de- 
bentures on a 4 per cent basis. 
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It will be observed from the forego- 

Hts § ing two tables that all classes of secu- 
cu- # rity holders are to receive a portion of 
Mg @ the increased earnings under the 
“at # amended plan, except the MUA and 
W- @ NEPA common stocks on the esti- 
mated postwar basis. While the de- 
crease in earnings applicable to the 
MUA common stock on the estimated 
postwar basis is negligible, the in- 

tT creased earnings on the 7-year aver- 
age basis is significant and we feel 
9 @ that, earnings-wise, the MUA com- 
4 | mon stockholders are being treated 
1 @ fairly. With respect to the NEPA 
4 | common stock, earnings on the 7-year 
7 average basis increase from $490,055 
4 actual to $879,082 pro forma. As to 
4 — the estimated postwar basis, it should 
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be pointed out that actual earnings do 
not reflect the high leverage position 
with its attendant risks, whereas un- 
der the amended plan the new com- 
mon stock to be received, though 
showing lower earnings, will be of 
substantially better quality. Thus 
the apparent disadvantage shown in 
Table XXVIII is offset by improve- 
ment in quality. 

Actual 7-year average dividend 
payments in the publicly held pre- 
ferred shares of NEPA and its sub- 
holding companies, together with pro 
forma dividends based on a level of 
earnings equivalent to the adjusted 7- 
year average earnings, are shown in 
the following table: 





Taste XXIX 
7-Year Average Dividends 
Actual Pro Forma 102 
Shares Owned er 
by Public Amount Per Share Amount Share 
NOBO Preferred .....cccccece 39,814 $119,442 $3.00 $131,636 $3.31 
MP&L Preferred .......ccccee 957,453 1,872,261 1.96 1,666,840 1.74 
MP&L 2nd Preferred ........ 5,513 1,464 0.27 190 0.03 
iS era 493,942 987,884 2.00 1,055,198 2.15 
iy Ue eee eee 3,241 12,964 4.00 969 4.31 
: MUA Preferred. fc.cccdccecs 562,671 1,406,678 2.50 1,524,512 2.72 
| NEPA Preferred ......cc000. 661,920 103 3,456,692 5.22 4,097,225 6.21 
TEs euteccautssccics avd $7,857,385 Bsi< $8,489,570 Sxca 


This table shows that, if the amended 
plan had been consummated, the pre- 
ferred stockholders of NOBO, RIPS, 
MUA, and NEPA could have expect- 
ed larger dividend payments than they 
actually received during the 7-year 
period. In the case of MP&L, how- 
ever, the probable dividends on this 
basis would be reduced. The reason 


for this is that, during this 7-year 
period, actual dividend payments 
averaged about 98 per cent of reported 
unadjusted earnings and about 105 
per cent of earnings adjusted for de- 
preciation accruals as _ previously 
shown. It appears that the prefer- 
ences of this preferred stock are only 
theoretical, with no asset or earnings 





101In this connection it will be noted that 
if the MUA preferred stock participating 
provisions were considered, the estimated 
postwar earnings available for dividends on 
the MUA common stock would be 22 cents 
instead of 25 cents. 

102 These amounts are based on the man- 
agement’s estimate of dividends of $1.15 per 
share per year or about 80 per cent of the 
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7-year average earnings of $1.45 per share 
per year applicable to the new common st 
of NEES and include certain assumptions 
used by the applicants as to the earnings at- 
tributable to the cash allocated to certain pre- 
ferred shares as previously discussed. 

108 This figure represents the number of 6 
per cent preferred shares and one-third the 
number of $2 preferred shares outstanding. 
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cushion junior to it. 


Because of the 
downward trend of earnings of 
MP&L, it would be unrealistic to as- 
sume that dividend payments of $1.96 
per share could continue. What has 
been said about the MP&L preferred 
stock is applicable to a greater de- 
gree when we look at the MP&L sec- 
ond preferred stock, so that a larger 
relative reduction in dividend pay- 


ments is to be expected for this secu- 
rity when the 7-year period is used as 
a criterion. 

Based on the management’s esti- 
mates of dividends with earnings 
at the estimated postwar level, the 
publicly held preferred shares of 
NEPA and its subholding companies 
would receive dividends as shown 
below : 








TABLE XXX 
Estimated Postwar Dividends 
Actual Pro Forma 1% 

Shares Owned Per 
by Public Amount Per Share Amount Share 
NOBO Preferred ..........-. 39,814 $119,442 $3.00 $137,756 $3.46 
MP&L Preferred ............ 957,453 1,675,543 1.75 1,828,735 1.91 
MP&L 2nd Preferred .......... an. |) * Soames ee ke 221 0.04 
RIPS Preferred .............- 493,942 987,884 2.00 1,131,127 2.30 
oy ee SF aan ree 3.241 12,964 4.00 15,800 4.87 
MUA Preferred .............. 562,671 1,406,678 2.50 1,654,253 2.94 
NEPA Preferred .........+00 661,920 105 4,507,675 6.81 106 4,646,678 7.02 

UD i, Gixemracn tid oie aie “aba $8,710,186 Siu $9,414,570 | 


On this basis all the public holders of 
preferred shares in the NEPA system 
would receive an increased dividend 
return. 


Proposed Accounting Treatment 


Balance Sheet Adjustments 

Appendix C [omitted herein] at- 
tached hereto shows condensed cor- 
porate balance sheets, as at December 
31, 1944, of NEPA, RIPS, MP&L, 
NOBO, and MUA, together with 


eliminations, adjustments, and the pro 
forma condensed balance sheet of 
NEES on a corporate basis. The fol- 
lowing table shows a condensed bal- 
ance sheet, as at December 31, 1944, 
of NEPA together with its subholding 
companies (after eliminations) and 
the pro forma condensed balance sheet 
of NEES on a corporate basis, indi- 


cating the adjustments incident to the 
amended plan. 





104 These amounts are based on the man- 
agement’s estimate of dividends of $1.30 per 
share per year on earnings of $1.59 per share 
per year applicable to the new common stock 
of NEES and include certain assumptions 
used by the applicants as to the earnings at- 


per cent 
number of $2 preferred shares outstanding. 


tributable to the cash allocated to certain pre- 
ferred shares as previously discussed. 


105 This figure represents the number of 6 
referred shares and one-third the 


106 This assumes 6 per cent return on the 


dividend arrearages, as previously discussed. 
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Simplification Plan Clearing Account 

Under the amended plan the man- 
agement proposes the use of “Simplifi- 
cation Plan Clearing Accounts” for 
the purpose of combining in one 
account for each holding company 
all items of capital, including the 
balances of earned surplus and mi- 
nor miscellaneous adjustments. All 
charges or credits to be made in con- 
nection with the amended plan are to 
be cleared through these clearing ac- 
counts except those relating to the re- 
tirement of existing debt, the issuance 
of new debt and certain miscellaneous 
adjustments. 

As indicated by Table XXXIV fol- 
lowing, the capital represented by the 
publicly held preference and common 
stocks of NEPA ($116,780,462) and 
of its subholding companies ($67,- 
230,391), the write-up in the pro- 
posed recorded value of UER bonds 
($1,040,396), as discussed later, the 
paid in surplus of NEPA ($1,500,- 
000) and the balances of earned sur- 
plus ($16,653,760) are to be credited 
to the clearing account. The amount 
to be set up in this account, including 
a miscellaneous credit of $7,297, will 
aggregate $203,212,306. This ac- 
count will then be used, as shown 
in Table XXXIV following, for the 
write-down in the carrying value of 
investments of preferred and common 
stocks of subsidiaries of $16,330,156, 
the write-off of the excess cost of in- 
vestments in shares of applicant hold- 
ing companies over the relative net 
assets of such holding companies at 


RE NEW ENGLAND POWER ASSOCIATION 





dates of acquisition of $6,986,385, or 
a total write-down of investments in 
subsidiary companies of $23,316,541, 
the write-down of investments in non- 
subsidiary companies ($3,382,682), 
the write-off of the difference be- 
tween the amount proposed to be paid 
to the NEPA debenture holders and 
the principal amount of such deben- 
tures ($338,910), the charge-off of 
the balances of unamortized debt dis- 
counts and expenses applicable to the 
debt of NEPA, NOBO, and MUA 
($1,299,104), the charge-off of com- 
missions and expenses applicable to 
preferred shares of NOBO ($140,- 
752), the charge-off of discounts on 
preferred shares applicable to NEPA, 
NOBO and MUA ($3,264,460), the 
charge-off of organization expenses 
of RIPS and MP&L ($440,839) and 
for other miscellaneous charges aggre- 
gating $325,295, or a total of $32,- 
508,583. The balance of $170,703,- 
723 will then be charged with an 
amount of $26,527,043 representing 
the cash portion of the distribution to 
certain preferred stockholders as pro- 
vided in the amended plan, leaving a 
balance of $144,176,680 applicable to 
the common equity of NEES. After 
charging the clearing account with 
the proposed par amount of common 
stock to be issued, namely $133,901,- 
500, the balance of $10,275,180 in the 
clearing account is to be transferred to 
capital surplus, to be used to absorb 
any future losses, sustained or recog- 
nized, which are inherent at the time 
of the proposed recapitalization. 
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Taste XXXIV 
NEPA Together with Its Subholding Companies Simplification Plan Clearing Account 
Credits 
Cancellation of the —_ liability of the publicly held preferred and common 
shares of NEPA 
RN es ehh. goa cue 655,457 shs. $65,545,700 
i SE. ois duane ceecesieadontns 19,388 shs. 620,416 
DEEL: . ssendnts seesadrandiGused SeGeurasubes 932,604 shs. 50,614,346 
BE: sanunvadeehecspocnduasscabessscuese ban ccceet ecm cabbie $116,780,462 
Cancellation of the book liability of the preferred, class A and common stocks 
of subsidiary holding companies : 
MP& DIE a osu idea SE aacebad bemane 957,453 shs. $21,198,009 
MP&L mecened Preferred o. ic scccvcscceces 5,513 shs. 111, 
PEP COMIOR. occ cccccvcccccscccvcevatocce 166,333 shs. 1,513,630 
EE NN oo 6 ccc wees chacwcvecudaete 493,942 shs. 13,583,405 
EN OS SS eae 3,241 shs. 178,255 
te Re ene er 39,8142 shs. 1,990,713 
a ee eee 3,1244 shs. 99,033 
MUA—S% Preferred ....cccccccccccvccccccce 562,671 shs. 28,133,550 
er en Re eee 422,158 shs. 422,158 
BE: cthadnatinesndckskigceustdebesnsckdeumrades antesasakwakin 67,230,391 
Write-up in proposed recorded value of United Electric Railways Company 
bonds to approximate current value or par ..........ccccccccccccccccceces 1,040,396 
Portion of quarterly dividend declared by Connecticut River Power Co. not 
previously recorded on the books of NEPA at December 31, 1944 ......... 7,297 
Be ee Ae Fee ee, Pe 1,500,000 
Transfer of balances of earned surplus as follows: NEPA—$13,182,695; 
RIPS—$1,346,936; MP&L—$501,342; NOBO—$263,694; and MUA— 
PE cnc biv baer ondcuauahib dhawdeedet pies We leseareuseees eeidecean eae 16,653,760 
EE GUD sp dn eds dececetacnddedaseddubsabubecioietenaeeeeen $203,212,306 
Debits 
Net write-down of investments in common and preferred stocks of subsidiaries 
due to a proposed revaluation of the portfolio based on what the management 
considers to be “fair value,” and the write-off of the excess cost of investments 
in shares of holding companies over the relative net assets of holding com- 
panies at dates of acquisition, not previously eliminated by the applicants: 
Net 
Write-Down Write-Off 
in Portfolio of 
Values Excess Costs Total 
SEED Kadvecwdedstevence+ $21,553,732 $ : $21,553,732 
_ , 3S ee (7,305,131) 2,468, 985 (4, '836, 146) 
DEG cétbakonenabovancus 4,236,733 1,522,731 5, 759, 464 
DEE skps veksscntusiess (5,771,774) 7.412.704 1,640,930 
IND | $ebss¥isicseceetnes 3,616,596 (4,418,035) (801,439) 
NE 6k 64 cdnkeesctede $16,330,156 $6,986,385 $23,316,541 $23,316,541 


Reduction in carrying value of securities of nonsubsidiaries to reflect market price: 
Present Proposed 


Owing Recorded Recorded 
Company Securities Shares Value Value Reduction 
NEPA International Hydro-Elec- 

tric System—Pfd. Shs... 315 $12,740 $10,000 $2,740 
NEPA Eastern Utilities Associ- 

ates—Common Shs. .... 75 2,475 2,000 475 


NEPA Eastern Utilities Associ- 

ates—Convertible Shs... 1215 15,632 5.000 10.632 
NEPA Essex Company—Common 

Bk. wadaeknnesecadaey 176 19,569 10,000 9,569 
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NEF 
MP8 
NEF 


NOE 
MU: 
NEI 


ing 
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NEPA Fitchburg Gas & Electric 
o—Common Shs. 
NEPA Lynn Gas & Electric Com- 


320,430 
162,745 
1,723,292 


250,000 
193,000 
1,157,000 


70,430 
(30,255) 
566,292 


5,734 
pany—Common Shs. ... 2,169 
MP&L Lone e & Electric Com- 
pany—Common 


pany: Shs. ... 13,006 
NEPA ee Massachusetts 
8,607 
1,384 


121,716 


554,925 
72,081 
eine 


250,000 
56,000 
4,944,000 


304,925 
16,081 
2,431 7” 


She 

NOBO Boston Edison Company— 
Common Shs. 

MUA Boston Edison Company— 
Common Shs. 

NEPA Miscellaneous security ... 





$10,259,682 $6,877,000 $3,382,682 3,382,682 

Write-off of difference between amount proposed to be paid on NEPA deben- 
tures and the principal amount thereof 

Cash peconee to be paid to preferred stockholders of subholding companies as 


follows : 
NOBO—$1,433,304; MUA—$9,284,072; and RIPS— 


ee ,659,624 ; 
Charge-off of organization expenses as follows: 
RIPS—$264,620 and MP&L—$176,219 ........ bbbbocksetvsdedacassie covdsee 
Charge-off of prepaid stock issue fee of RIPS 
Charge-off of balances of unamortized debt discounts and expenses as follows: 
NEPA—$983,385 ; NOBO—$240,051 and NUA—$75,668 
Charge-off of commissions and expenses on issues of preferred shares in 1921 


338,910 


26,527,043 


440,839 
8,200 


1,299,104 


and 1922 for NOBO 


140,752 


Charge-off of discount on preferred shares of holding companies as follows: 


NEPA—$1,623,950 ; 


NOBO—$479,275 ; and MUA—$1,161,235 


3,264,460 


Provision for accrued OF Breer dividends on publicly held shares to December 


31, 1944 for NOBO 
Stock—$287,236 


Common stock proposed to be issued: 6,695,075 shares at $20 par 


By balance transferred to capital surplus 
Total Debits 


Revaluation of Portfolio 

Attached hereto is Appendix D 
[omitted herein] showing the actual 
and proposed book amounts of invest- 
ments in each subsidiary, together 
with underlying net worths and the 
excesses of such book amounts over 
underlying net worths. It appears 
from this appendix that the present 
aggregate net carrying values of 
$303,447,727, including investments 
in holding companies which are to be 


Preferred Stock—$29,859 and for MP&L $2 Preferred 


317,095 
133,901,500 
10,275,180 


$203,212,306 


eliminated, are to be reduced to $209,- 
435,775, which amount is based on 
what the management considers to be 
“fair value,” determined primarily by 
capitalizing the estimated earning 
power of the subsidiaries applicable to 
such securities. As at December 
31, 1944, the aggregate carrying value 
of the preferred and common shares 
of subsidiaries, excluding securities of 
subholding companies to be eliminated, 





107 Moore testified that the “fair value” of 
each of the securities to be acquired by NEES 
under the reorganization and to be recorded 
on the books of NEES was determined with- 
out consideration of previous recorded costs, 
but each security was valued aeeny 
the management group of the NEPA hold- 
ing company system and their judgment was 
concurred in by the senior executives of the 


[4] 


49 


system. In arriving at this evaluation, Moore 
stated that he regarded the earning power of 
the properties, as indicated by their past 
record and estimates of future possibilities, 
as one of the most important factors consid- 
ered, but other factors were considered, such 
as the probability of accounting adjustments 
ordered by regulatory authorities. 
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amounted to $225,765,930 less an 
investment reserve of $9,555,551 on 
MUA’s books, or a net amount of 
$216,210,379, so that the carrying 
values of securities of the operating 
subsidiaries on the books of their im- 
mediate parent will be reduced an ag- 
gregate amount of $6,774,604. The 
excess of carrying values over under- 
lying book values is to be reduced from 
$81,950,054 to $52,444,492, or a total 
reduction of $29,505,562, which is ac- 
counted for as follows: 


TaBLe XXXV 


Write-down of net carrying val- 

oa ivg sicutreinaetid dare RASA we $6,774,604 
Increase in earned surplus from 

dates of acquisitions to Decem- 


i} & ele eee ei 6,274,261 
Elimination of MUA’s reserve for 
SEND. | ocx cweswhsoncepes 9,555,551 
Elimination of additional excess 
costs, not previously eliminated 
by the applicants ............. 6,986,385 
:. - fees $29,590,801 
Less: Miscellaneous consolidation 
NE. c vatunicewewadncae dss 85,239 
Net reduction .........<. $29,505,562 


The company further proposes to 
write down its investments in non- 
subsidiary companies from $10,259,- 
682 to $6,877,000, or an aggregate 
write-down of $3,382,682. The pro- 
posed carrying values are to be based 
on approximate market values as of 
June 12, 1945. The principal invest- 
ment, consisting of 123,100 shares of 
Boston Edison Company common 
stock, is to be written down from a 
cost of $7,447,874 to a book amount 
of $5,000,000, or a write-down of 
$2,447,874. 


Revaluation of UER Bonds 
As of December 31, 1944, RIPS 
owned $2,735,600 principal amount of 
5 per cent and 4 per cent bonds of 
UER, which RIPS carried on its 
books at the costs shown below: 
Taste XXXVI 
Principal 
Series Amount Cost 


5%, due January 1, 1951 $1,261,800 $844,583 
4%, due January 1,1951 1,473,800 870,621 


Tota .ccccesieses $2,735,600 $1,715,204 


Of the UER bonds held by RIPS, 
all of the 5 per cent bonds and $1,271,- 
500 principal amount of the 4 per cent 
bonds have been subordinated to the 
$746,900 of UER bonds held by the 
public. 

RIPS has guaranteed the payment 
of principal and interest of $420,000 
of serial notes due 1945-1951 of its 
subsidiary, Yellow Cab Company, 
which notes are held by UER. Asa 
part of the amended plan, RIPS pro- 
poses to purchase these notes from 
UER through the surrender for can- 
cellation of $400,000 principal amount 
of UER 5 per cent bonds, to be ap- 
plied to such purchase upon the basis 
of their then aggregate redemption 
price of $420,000. Since RIPS car- 
ries these bonds at a total cost of $267,- 
739, this transaction will result in an 
increase of $152,261 in the carrying 
value of such bonds. The remaining 
UER bonds are proposed to be re- 
corded at their principal amount of 
$2,335,600, an increase of $888,135 
over their cost to RIPS, as follows: 








108.The carrying value of securities of the 
operating subsidiaries were shown at the fol- 
tag aggregate amounts on the books of 
each holding company: 
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Taste XXXVII 


Series 
5%, due January 1, 1951 (subordinated) 
4%, due January 1, 1951 (subordinated) 
4%, due January 1, 1951 


Market price ranges for recent years 


for the publicly held UER bonds are 


shown below: 


Taste XXXVIII 
5% Bonds Due 4% Bonds Due 
1951 1951 
High Low High Low 
85 93 84 
94 87 
98 914 
96 91 
103 96 
103 103 98 
As a result of the foregoing pro- 
posals the recorded value of the UER 
bonds will be increased to the approx- 
imate market price, or an aggregate 


increase of $1,040,396. 


Reserve Relating to Investments 

As previously indicated, the man- 
agement proposes to provide a general 
reserve relating to investments for the 
purpose of absorbing any future 
losses which are not inherent at the 
time of the proposed recapitalization, 
but which might be sustained in the 
future. This reserve is to be provid- 
ed for by charging net income, before 
its transfer to earned surplus, at the 
rate of $1,250,000 annually beginning 
in the sixth year and ending the thir- 
tieth year after the effective date of 
the amended plan.” The aggregate 
of such reserve to be so accumulated 
will amount to $31,250,000 at the end 
of the 30-year period. The manage- 
ment estimates that future earnings 


Book Cost 


Principal Amount Increase 


$861,800 
1,271,500 
202,300 





$2,335,600 


of subsidiaries of NEES will be re- 
tained in the operating companies to 
the extent of about $600,000 per year 
based on average levels of business, or 
about $18,000,000 over a 30-year pe- 
riod. Although this retention does 
not affect the excess of carrying val- 
ues over underlying book values at 
acquisition dates, which will be shown 
on the consolidated balance sheet, the 
difference between such carrying val- 
ues and future underlying book values 
would be reduced thereby. Thus, the 
aggregate of the reserve and the re- 
tention of earnings by the subsidiaries 
over a 30-year period are estimated to 
approximate the proposed excess car- 
rying values. 

Although the pro forma balance 
sheet does not show an earned surplus, 
any earnings subsequent to the ef- 
fective date of the amended plan will 
be credited to earned surplus dated as 
of the effective date of the amended 
plan, except that any dividends paid 
by subsidiary companies in excess of 
earnings subsequent to the effective 
date of the amended plan will be treat- 
ed as reductions of investments on 
the holding company’s books rather 
than credits to earned surplus. 


Conclusion with Respect to Account- 
ing Treatment 
We have given consideration to the 
proposed method of recording the 





109 This is subject to discontinuance upon 
approval or order of this Commission. It 
will be noted that the amounts proposed to 
be so transferred are substantially less than 


the company’s estimate of the sinking-fund re- 
quirements on the $85,000,000 of new debt se- 
curities to be issued. 
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carrying values of the portfolio secu- 


rities on the books of NEES and have~ 


found that the basis upon which the 
values were determined is reasonable 
and that under the circumstances, in- 
cluding the establishment of the gen- 
eral reserve relating to investments, 
the proposed carrying values are ap- 
propriate. We have considered also 
the other proposed accounting entries, 
including the establishment of a capi- 
tal surplus in the amount of approxi- 
mately $10,000,000 and the mechan- 
ism of clearing accounts for the pur- 
pose of affecting the proposed account- 
ing adjustments, and we find that they 
are in accord with the requirements 
of the Uniform System of Accounts 
for Public Utility Holding Compa- 
nies. 

It will be noted that the excess of 
investments to be recorded on the 
books of NEES over the relative net 
assets of subsidiaries in the amount 
of $52,444,492 may increase due to 
any downward adjustments of the 
property accounts of subsidiaries 
which may be required by regulatory 
authorities having jurisdiction. There- 
fore, published financial statements of 
NEES should indicate this fact in a 
footnote or otherwise. 


NEES Declaration of Trust 


The reorganized company, like 
NEPA, will be a Massachusetts volun- 
tary association. The amended plan 
provides that the present NEPA 
Agreement and Declaration of Trust, 
dated January 2, 1926, is to be amend- 
ed and the name of the trust changed 
to New England Electric System. 
Title to the assets of the new company 
will be in a trustee, though the busi- 
ness will be conducted under the name 
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of the new company and will be man- 
aged by a board of directors who in 
turn will choose the usual adminis- 
trative officers. From a_ business 
standpoint the NEES voluntary asso- 
ciation will operate substantially the 
same as a Massachusetts corporation. 
The amended trust agreement provides 
for the authorization, without the 
necessity of obtaining further share- 
holder consent, of bonds or obliga- 
tions issued pursuant to the amended 
plan and of 7,500,000 common shares 
at the par value of $20 each, of which 
6,695,075 shares are to be issued to 
carry out the amended plan. 


Voting Rights of Common Sharehold- 

ers of NEES 

The amended trust agreement will 
provide that the common shareholders 
of NEES are entitled to one vote per 
share in the election of directors. No 
provision has been made for cumula- 
tive voting. By a vote of two-thirds 
of the shares outstanding and entitled 
to vote, any shares authorized may be 
reduced in number, may be changed 
into the same or a different number 
of shares of any class or classes with 
or without par value, or may be classi- 
fied or reclassified. The same share- 
holder approval will be required to au- 
thorize shares with any preference as 


to dividends or in liquidation or other- . 


wise over the common shares, or to 
pledge or authorize a sale of the as- 
sets of NEES as a whole or substan- 
tially as a whole. A majority vote of 
the common shares outstanding and 
entitled to vote is required in order to 
terminate the trust agreement, increase 
or reduce the par value of shares, or 
amend the trust agreement unless the 
provision to be amended requires a 
larger vote. Provision is also made 
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for preémptive rights to subscribe to 
any additional common shares to be 
issued for cash. 


The Board of Directors of NEES 
The amended plan provides that 
the initial board of directors of NEES 
shall consist of the following fifteen 
men: Arthur M. Allen, Providence, 
Rhode Island; Howard W. Cole, 
Beverly, Massachusetts; Charles A. 
Coolidge, Boston, Massachusetts ; 
Halsey C. Edgerton, Hanover, New 
Hampshire; Joseph B. Ely, Westfield, 
Massachusetts; Paris Fletcher, Wor- 
cester, Massachusetts; Carl S. Herr- 
mann, Boston, Massachusetts; Fred 
A. Howland, Montpelier, Vermont; 
Frederick W. McIntyre, Worcester, 
Massachusetts; John J. McMahon, 
Providence, Rhode Island; Robert H. 
Montgomery, Boston, Massachusetts ; 
Irwin L. Moore, Boston, Massachu- 


setts; Thomas C. O’Hare, Boston, 


Massachusetts; Walter B. Reilly, 
Lowell, Massachusetts; Rockwell C. 
Tenney, Boston, Massachusetts. 

If at any time up to the installation 
of these nominees one or more of 
them become ineligible to serve on the 
initial board of directors, the vacancy 
will not be filled but the number of di- 
rectors will be reduced accordingly. 
The board will be installed and will 
take office when the amended Agree- 
ment and Declaration of Trust of 
NEES becomes effective and will con- 
tinue in office until the annual meet- 
ing of the shareholders for the cal- 
endar year next succeeding the year 
in which the amended plan is consum- 
mated,” or until a special meeting is 
held in lieu of such annual meeting as 


provided in the amended Declaration 
of Trust. 

Moore stated that in selecting the 
particular individuals to constitute the 
initial board of directors, he and his 
staff undertook to canvass as many 
of the present shareholders of the par- 
ticipating companies as was practical. 
Moore further indicated that he talked 
personally with a large number of 
shareholders whose holdings would ag- 
gregate approximately 25 per cent of 
the new common shares. He further 
testified that, in the talks with share- 
holders, their principal concern was 
to secure a board of directors what 
would provide the new company with 
the best possible supervision and man- 
agement. It was generally agreed 
that the new board should include not 
only people specifically connected with 
participating shareholder groups but 
also representatives of businesses and 
public interests within the areas served 
by the system in the four states of Ver- 
mont, New Hampshire, Massachu- 
setts, and Rhode Island, as well as sev- 
eral members from the present operat- 
ing personnel. 

Ordinarily, in recapitalization pro- 
ceedings under § 11 of the act, stock- 
holders have been afforded an op- 
portunity to nominate and elect the 
initial board of directors. The pur- 
pose of this procedure is to assure 
that the new distribution of voting 
power is in fact effective and that the 
control of the proxy machinery does 
not enable a possibly unrepresentative 
board of directors to retain control. 
If, however, an initial board of di- 
rectors can be selected in any other 





110 Tf we assume that the amended plan be- 
comes effective in 1946, the proposed initial 
board of directors would serve until the an- 


nual meeti for 1947 which, under the 
amended Declaration of Trust, would normal- 
ly come on the third Tuesday of May. 
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way which provides reasonably ap- 
propriate representation of the class 
or classes having the new voting pow- 
er and if there is no disagreement on 
the part of any class or among the 
classes of security holders in this re- 
spect, the use of the usual nomination 
—election machinery is not necessar- 
ily required. The position of the ap- 
plicant is that such a situation is pres- 
ent in this case. 

As has been. seen, the proposed 
board was selected after consultation 
- with many interested stockholders. 

Moreover, the names of men proposed 
for the initial board of directors were 
sent to all security holders of record 
of NEPA and its subsidiary holding 
companies and notice was given to 
them of the hearing at which the meth- 
od of selecting the initial board of di- 
rectors and its composition were to 
be issues. No opposition by any 
stockholder or group of stockholders 
to the individual members of the pro- 
posed initial board of directors was 
voiced at such hearing. However, 
counsel representing the Tenney inter- 
ests in MP&L, while not objecting to 
any individual nominee or raising any 
question of the competency of the pro- 
posed board, has objected to the pro- 
posed board on the ground that it 
would continue the control by the so- 
called “NEPA group” and he advo- 
cated employment of the usual mechan- 
ism for the nomination and election 
of the initial board of directors. 

Under the proposed allocations, 
which we have found to be fair and 
equitable, the NEPA preferred shares 
as a class will receive about 53 per cent 
of the NEES common shares and the 
NEPA common shares as a class will 
receive about 9 per cent of the NEES 
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common shares. In view of this we 
obviously could not agree that the 
“NEPA group” should be excluded 
from control or that the usual ma- 
chinery would have this result. In 
our opinion the proposed board af- 
fords adequate representation to all 
the security holders of the subholding 
companies and NEPA. Under the 
circumstances presented, we are of the 
opinion that the public interest and the 
interests of security holders are ade- 
quately safeguarded by the procedure 
proposed. Accordingly, we find that 
the amended plan is fair and equitable 
in this respect. 


Issuances and Acquisitions of 
Securities 


The proposed issue and sale by 
NEES of $85,000,000 of debt secu- 
rities and of 6,695,075 common 
shares of $20 par value per share is 
subject to § 7 of the act. In addition, 
the amended plan provides for the is- 
suance of fractional scrip exchangeable 
for whole shares during a 5-year pe- 
riod. Since the new debt and common 
shares to be issued are solely for the 
purpose of effecting a reorganization 
of NEPA and its subholding com- 
panies, we find that they meet the re- 
quirements of § 7(c) and that with 
respect to the new common shares no 
adverse findings are required under 
§ 7(d). Inasmuch as it is proposed 
that an application under § 7 of the 
act will be filed for approval of the 
$85,000,000 of new debt at a subse- 
quent date, it is unnecessary that we 
make at this time all the definitive 
findings with respect to such issuance. 
However, for the purpose of passing 
upon the amended plan, we find that 
it is permissible under the standards, 
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of § 11 that the proposed capital 
structure of NEES contain $85,000,- 
000 of debt, provided appropriate pro- 
tective provisions are adopted, includ- 
ing an adequate sinking fund and ef- 
fective restrictions with respect to dilu- 
tion of debt coverage. The scrip cer- 
tificates are a type of security which 
may be issued under § 7(c)(2)(A) 
and no adverse findings are necessary 
under the standards of § 7(d). 

The acquisitions by NEES, direct- 
ly, of the securities now held by the 
subholding companies and the acquisi- 
tions by NEPA and its subholding 
companies of their respective out- 
standing preferred and common stocks 
and warrants, fractional warrants, 


scrip certificates, and share trust cer- 
tificates representing certain of the se- 
curities of NEPA and its subholding 
companies come under the standards 


of §§ 10 and 12(c) of the act.. With 
respect to the acquisitions and retire- 
ments by NEPA and its subholding 
companies of their own respective se- 
curities, we find that the requirements 
of § 12(c) are met. With respect to 
the acquisitions by NEES of the 
portfolio securities of the subholding 
companies we find that the require- 
ments of § 10 are met and that the ac- 
quisitions of securities of public utility 
companies have the tendency required 
by § 10(c)(2). In making findings 
under § 10, we wish to point out that 
while we regard the amended plan 
as a substantial step in compliance 
with § 11, there remain questions of 
compliance with that section, particu- 
larly § 11(b)(1), and our findings 
with respect to the amended plan 
should not be considered as determina- 
tive of any of the remaining problems 
under § 11. 


Other Problems 


RIPS Guaranty 

As heretofore noted, upon consum- 
mation of the amended plan, NEES 
will own all the assets of its subhold- 
ing companies, including RIPS. The 
record indicates that in 1932 RIPS 
guaranteed principal and interest on 
certain serial promissory notes of Yel- 
low Cab Company, a nonutility sub- 
sidiary of RIPS, maturing $15,000 a 
year until 1950, the balance of $330,- 
000 being due in 1951. The present 
holder of such notes is UER. Pur- 
suant to agreement between UER and 
RIPS, the latter is to purchase such 
notes at any time upon request of 
UER on six months’ notice. The 
amended plan provides that RIPS 
will purchase these outstanding notes 
at their principal amount with payment 
to be made through surrender for can- 
cellation of subordinated bonds of 
UER now held by RIPS, such bonds 
to be applied to such purchase upon 
the basis of their redemption price. As 
this proposal is a necessary element 
to the fairness of the amended plan 
and is within the terms of the agree- 
ment heretofore entered into between 
RIPS and UER, we find this proposal 
to be fair and equitable to the persons 
affected by the amended plan. 


UER Bonds 
In 1928 RIPS agreed to deposit 
with a trustee annually to and includ- 
ing 1950, $100,000 plus an amount 
equal to interest paid on subordinated 
bonds. The agreement provides for 
the application of this amount so de- 
posited to the purchase each year of 
the UER bonds tendered at not in ex- 
cess of the call price, for the subor- 
dination of any bonds so purchased to 
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all other bonds of UER and for the 
repayment to RIPS of any amounts 
deposited which are not so applied be- 
cause of insufficient tenders. As at 
December 31, 1944, $2,533,300 of 
UER bonds have been subordinated 
pursuant to this agreement and are 
now held by RIPS. Of the remaining 
$949,200 of bonds, $202,300 are held 
by RIPS and $746,900 by the public. 
The amended plan provides that the 
obligations of RIPS under this agree- 
ment are to be assumed by NEES with 
the subordinated bonds to remain sub- 
ordinated. As the assumption by 
NEES of RIPS obligations to the 
publicly held UER bondholders is a 
necessary element to the fairness of 
the amended plan and is within the 
terms of the agreement heretofore en- 
tered into between RIPS and UER, 
we find the assumption by NEES of 
RIPS’ obligation to the UER bond- 
holders meet the requirements of § 7 
and is fair and equitable to the pub- 
lic holders of the UER bonds and to 
the persons affected by the amended 
plan. 


Fees and Expenses 

The amended plan also provides 
that the applicant companies will pay 
all expenses incident to the consumma- 
tion of the amended plan and proceed- 
ings relating thereto, and to the ex- 
tent such expenses are not paid by the 
applicant companies prior to the con- 
summation date of this amended plan, 
they will be paid by NEES subject to 
our approval and the approval of an 
appropriate United States district 
court. In addition, the amended plan 
provides that NEES is to pay such 
fees and expenses of others in connec- 


tion herewith as are similarly ap- 
proved. As no estimate of the fees 
and expenses incurred or to be in- 
curred in connection with the amended 
plan has been submitted as yet for our 
approval, our order will reserve juris- 
diction to consider the reasonableness 
of all fees and expenses arising in con- 
nection with the amended plan. 


Internal Revenue Code 

The applicant companies have re- 
quested that the Commission order 
herein contain the appropriate recitals 
necessary to meet the requirements of 
§ 371 and subsection (f) of § 1808 
of the Internal Revenue Code, as 
amended. In view of our findings 
herein, such recitals are clearly appro- 
priate and will be contained in our 
order. 


Enforcement 

The amended plan provides for en- 
forcement thereof by an appropriate 
United States district court. Our or- 
der approving the amended plan will 
contain a condition that our approval 
shall not be effective until such United 
States district court enters an order 
enforcing the amended plan. 


Conclusions 


[9] On the basis of the foregoing 
we find the amended plan fair and 
equitable to the persons affected by it. 
As we have above found the amended 
plan necessary to effectuate the pro- 
visions of § 11(b) of the act, we shall 
issue an order approving the amended 
plan and apply to the proper United 
States district court for its enforce- 
ment in accordance with the request 
of the applicant companies herein. 
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WISCONSIN PUBLIC SERVICE COMMISSION 


Re Waukesha Water Utility 


2-U-2097 
January 15, 1946 


LAN proposed by municipal water utility for profit sharing 


with employees; approved. 


Labor, § 6 — Profit-sharing plan — Municipal utility. 
Approval should be granted for a profit-sharing plan proposed by a munic- 
ipal water utility where, in effect, the amounts distributed would amount 
to a salary increase ranging from 3.6 per cent to about 8 per cent, with the 
maximum percentage increase going to the average salaried employee and 
the smallest percentage increase going to the highest paid employee—the 
increase being limited to an amount which normally would not be questioned 


from a regulatory viewpoint. 


By the Commission: On October 
11, 1945, the city of Waukesha, Wau- 


kesha county, as a public water utility, 
acting through its water utility com- 
mission, filed with this Commission a 
request for the approval by this Com- 


mission of a profit-sharing plan. Sec- 
tion 196.11, Wisconsin Statutes, pro- 
vides that no such arrangement shall 
be lawful until it is found by the Com- 
mission to be reasonable and just and 
consistent with the purposes of Chap 
196, Statutes. 

Notice of hearing and assessment 
of costs was issued on October 25, 
1945, 


APPEARANCES: A. P. Kuranz, 
Manager, and J. G. Laing, President, 
for Waukesha Water Utility; G. 
Koenig, Waukesha, for Waukesha 
Daily Freeman; Eugene M. Downey, 
Rate Analyst, Of the Commission 
Staff. 

On January 6, 1945, the Waukesha 
Water Utility Commission, by virtue 


of its authority to fix rates of pay of 
utility employees as set forth in the city 
ordinance of February, 1941, estab- 
lishing the local nonpartisan commis- 
sion, voted unanimously for the adop- 
tion of the following employees’ profit- 
sharing plan: 

“That the employees shall share in 
the net income of the Waukesha Wa- 
ter Utility as determined by the audi- 
tors engaged by the Water Utility 
Commission each year. 

“That the net income will be the 
amount remaining after retirement 
expenses, local taxes, and dividends on 
the city equity have been deducted. 

“That the employees share on the 
basis of 4 per cent of this net total, 
but that no employee’s share shall ex- 
ceed $150 per year. 

“That each employee who has been 
with the Waukesha Water Utility for 
a period of six months during the 
years in which the plan is effective 
share on the basis of his total wages 
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and salary, including the Salary Sav- 
ings Plan now in effect for most of 
the employees of the Waukesha Water 
Utility. 

“That said profit-sharing payment 
shall be made after the auditors en- 
gaged by the Water Utility Commis- 
sion have made their report (which 
usually occurs before March Ist of the 
following year). 

“That the plan shall be considered 
as part of the wages and salaries paid 
to each employee.” 

The plan was modified at the March 
5th special meeting of the Water 
Utility Commission by substituting 
$200 for $150 in paragraph three, 
thereby increasing the maximum 


amount that an employee would re- 
ceive under the plan to $200. 

At the time the plan was adopted by 
the local commission it was intended 


to apply for the years 1944 and 1945 
“on a trial basis” but at the hearing it 
was intimated that “if it were on a 
basis where it could be continued into 
the future, that would be what the 
commission (local) would like.” 

Ordinarily fixing of salaries and 
wages of employees of a public utility 
is a matter which does not concern the 
Commission. The statutes, however, 
specifically establish the jurisdiction of 
the Commission in the matter of em- 
ployee profit-sharing plans (§-196.11) 
requiring the Commission to find that 
any proposed plan is reasonable and 
just and consistent with Chap 196 of 
the Statutes. 

The employee profit-sharing plan 
herein proposed by the Waukesha Wa- 
ter Utility Commission, subject to 
minor changes for clarification only, 
seems to meet the statutory require- 
ments. The amount to be so distrib- 
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uted is limited to 4 per cent of the sur- 
plus earnings as defined in the plan. 
In effect, it amounts to a salary in- 
crease ranging from 3.6 per cent to 
about 8 per cent with the maximum 
percentage increase going to the aver- 
age salaried employee and the smallest 
percentage increase going to the high- 
est paid employee. If these increases 
were not involved in an employee 
profit-sharing plan, the Commission 
would not be concerned regarding the 
propriety of the move. The fact that 
a profit-sharing plan is involved, which 
incorporates an added incentive to the 
employee to watch for and incorporate 
economies of operation, causes the 
matter to be brought before the Com- 
mission but only in so far as the rea- 
sonableness of the plan is concerned. 

Since the amount of the increase is 
limited under the plan to an amount 
which normally would not be ques- 
tioned from a regulatory viewpoint 
and since the smallest percentage in- 
crease accrues to the highest salaried 
employee, the proposed plan in general 
meets the statutory requirements of 
being reasonable and just and con- 
sistent with Chap 196 of the Statutes. 

There are, however, some clarifi- 
cations which should be pointed out in 
connection with the present wording 
of the profit-sharing plan; first, from 
the standpoint of interpretation of 
the plan and, second, from the stand- 
point of avoiding similar difficulties in 
outlining any plan which may be con- 
templated in the future. 

In one paragraph the plan provides 
that the employees share in “the net 
income as determined by the 
auditors The next paragraph 
provides “that the net income will be 
the amount remaining after retirement 


” 
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expenses, local taxes, and dividends on 
the city equity have been deducted.” 
The net income is thus defined on two 
separate bases. Reference is made to 
“retirement expenses” and the record 
shows that this is intended to be “de- 
preciation expense” determined from 
rates certified by the Commission. 
The term “local taxes” refers to tax 
equivalents (§ 66.06(11)(c)). “Div- 
idends” on the city equity was intend- 
ed to cover the customary practice in 
Waukesha of appropriating to the 
General Fund a 4-per cent “return” on 
the city equity account balance. 

Net income is to be determined by 
the auditors who shall take into ac- 
count depreciation and taxes as de- 


fined above. Four-per cent “divi- 
dends” on the city equity account bal- 
ance shall be deducted from net income 
and the employees are to share in the 
remaining balance as provided for in 
the plan. 

With these interpretations there 
should be no misunderstandings in 
carrying out the provisions of the plan. 
In any future plan these items should 
be elearly set forth. 

The Commission finds and deter- 
mines : 

That the employee profit-sharing 
plan of the Waukesha Water Utility 
as discussed above is reasonable and 
just and consistent with the purposes 
of Chap 196 of the Statutes. 





GEORGIA PUBLIC SERVICE COMMISSION 


Re Savannah Electric & Power Company 


File No. 19384-1, Docket No. 7913-A 
February 11, 1946 


ya ser coos of residential and commercial electric rates; 
reduced rates ordered. 


Payment, § 53 — Discount to enforce. 


1. Prompt payment discounts on bills for electric service should be elimi- 
nated when a revision of rates is made, p. 60. 


Return, § 87 — Electric utility. 


2. A return of approximately 5 per cent on the book value of the electric 
department of a public utility, less depreciation reserve, was approved upon 
a downward revision of rates following elimination of excess profits taxes 
and a reduction in normal and surtax rates, p. 60. 


By the Commission: On December 
19, 1945, the Commission directed a 
letter to all electric and gas utilities 
operating in Georgia, requesting 
specific information as to the effect 


of the removal of the excess profits 
tax on net revenue, and on December 
28, 1945, the Commission granted a 
petition of the Savannah Electric and 
Power Company for authority to sell 
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its street railway and bus properties 
which have now been sold. On Janu- 
ary 29, 1946 a letter was directed to 
this company which summarized a 
staff study of a comparative statement 
for the first eleven months of 1945. 
This income statement showed both 
the actual result of operations of the 
electric and transportation department 
and the result from electric operations 
alone excluding the transportation 
department. The letter of January 
29th advised that this pro forma in- 
come statement had been analyzed by 
the Commission in order to determine 
the prospective earnings of the com- 
pany from electric service after the 
disposition of the Transportation De- 
partment, and called attention to the 
savings which would be realized by 
the company through the elemination 
of the excess profits tax, concluding 
that consideration should be given to 
a downward revision in the residen- 
tial and commercial rate schedules of 
the company. Accordingly, a con- 
ference was scheduled at ten o’clock 
A.M., on February 11, 1946, to deter- 
mine what revision in rates should be 
made. This conference was held in 
conformity with the Commission’s 
established policy of effecting rate ad- 
justments through the informal con- 
ference method. 

Under the Revenue Act of 1943 
income tax liability in 1945 is com- 
puted at the rate of 24 per cent of 
normal tax net income, plus 16 per 
cent of surtax net income, plus 95 per 
cent of excess profits tax net income, 
less a 10 per cent postwar credit on 
the excess profits tax paid. Under 
the Revenue Act of 1945, reducing 
Federal income taxes on and after 
January 1, 1946, the excess profits 
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tax is eliminated and normal and sur- 
tax rates of 24 per cent and 14 per 
cent respectively will be applicable. 
The normal and surtax rates have 
been reduced from a total of 40 per 
cent to 38 per cent, which same rate 
will also apply in lieu of the 854 per 
cent tax on excess profits. The Com- 
mission’s staff has computed that this 
revision of Federal income taxes 
would have reduced the 1945 income 
tax liability of the Savannah Electric 
and Power Company by approximate- 
ly $240,000. 

Mr. John J. Bouhan, counsel, and 
Mr. Chas. S. Schwaner, treasurer of 
the Savannah Electric and Power 
Company, attended the conference 
with the Commission and discussed 
the effect of the sale of the transpor- 
tation department on the results of 
the operation of the electric depart- 
ment, as well as the effect of the new 
income tax laws. In reply to the in- 
dicated operating expense savings from 
these two factors, the company repre- 
sentatives presented a budget estimate 
of revenues and expenses which had 
been prepared for the year 1946. They 
contended that gross revenue from 
electric service in 1946 would be less 
than in 1945 by reason of the closing 
down of shipyards and Army installa- 
tions following the termination of the 
war. They further pointed out that 
the general increase in all costs at the 
present time will substantially increase 
the operating expenses of the company. 

[1, 2] The question of prompt pay- 
ment discounts on bills for electric 
service was discussed at the confer- 
ence, together with other specific rate 
changes. The Commission has felt 
that discounts should be eliminated 
for all classes of utility service as 
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RE SAVANNAH ELECTRIC & POWER CO. 


rapidly as possible and has recently 
prescribed rates for gas service with 
discounts reduced by approximately 
50 per cent. It is the opinion of the 
Commission that prompt payment dis- 
counts should be omitted whenever 
revision of rates are under considera- 
tion. While there may be argument 
for discount for prompt payment, there 
are many instances where the charge 
which is added and collected on de- 
layed payments works a real hardship, 
and the amount of the charge is often 
times out of proportion to the added 
cost to the company on delayed pay- 
ment of bills. Investigation into the 
experience of other companies by the 
Commission appears to indicate that 
collections are more prompt after the 
elimination of the discount, for the 
reason that with a 10-day period of 
grace consumers delay payment until 


the end of the period, while the elimi- 
nation of the discount results in pay- 
ment of a majority of bills immediately 


upon receipt. It is further a matter 
of common knowledge that bills for 
competitive commercial services of 
nonutility character are not discount- 
ed for prompt payment, and discounts 
are not applied to rates prescribed by 
this Commission for telephone service. 
The Commission, therefore, is of the 
opinion that the prompt payment dis- 
count on bills for electric service pro- 
vided by the Savannah Electric and 
Power Company should be eliminated 
and this order will so provide. 

After giving consideration to the 
various factors which would affect 
earnings, the Commission has con- 
cluded that the residential and com- 
mercial rate schedules of the company 
should be revised so as to effect a re- 
duction of approximately $127,300 


per annum. Under the rates herein 
prescribed, the residential rate will be 
reduced approximately $34,300 per 
annum, the general commercial rate 
approximately $57,000 per annum, 
and the elimination of prompt pay- 
ment discounts which will further re- 
duce the revenue of the company by 
$36,000 per annum. 

After this proposed reduction in 
rates, the forecasted net earnings of 
the Savannah Electric and Power 
Company for the year 1946 will 
amount to approximately $505,000 
which represents approximately a 5 
per cent rate of return on the book 
value of the electric department, less 
depreciation reserve after the elimi- 
nation of the $2,337,788.24 invest- 
ment in the transportation depart- 
ment which has been sold. While 
actual results may vary from this 
forecast, it appears that the indicated 
rate of return warrants the down- 
ward revision in the rates herein or- 
dered. Wherefore, it is 

Ordered: That the following shall 
be the maximum rates of the Savan- 
nah Electric and Power Company for 
electric service to residential con- 
sumers : 


First 20 kw. hr. or less per month $1.00 

Next 80 kw. hr. per month @ 3.6¢ per 
kw. hr. 

Next 100 kw. hr. per month @ 2.0¢ per 
kw. hr. 

Over 200 kw. hr. per month @ 1.5¢ per 
kw. hr. 


Ordered further: That the follow- 
ing shall be the maximum rates of 
the Savannah Electric and Power 
Company for commercial lighting and 
power service > 

First 20 kw. hr. or less per month $1.00 


Next 280 kw. hr. per month @ 4.5¢ per 
kw. hr. 
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4 700 kw. hr. per month @ 4.0¢ per readings made on and after April 1, 
Ww. Or. 
Next 1,500 kw. hr. per month @ 3.0¢ per 1946. 
— hr. 5000 tee. b th @ 208 Ordered further: That Savannah 
= . : Lae ae © PS Electric and Power Company shall 
Over 4,000 kw. hr. per month @ 1.5¢ per file revised schedules with the Com- 
kw. hr. — ‘ . : 
. mission in conformity with the terms 

Ordered further: That the above of this order, including the elimination 
rates shall become effective on all of prompt payment discounts from all 
bill rendered which are based on meter electric service rate schedules, 





UNITED STATES CIRCUIT COURT OF APPEALS, FIFTH CIRCUIT 
Rio Grande Valley Gas Company 


City of McAllen et al. 


No.. 11435 
152 F2d 59] 
December 10, 1945; rehearing denied January 11, 1946 


PPEAL from judgment for city in action by gas company to 
L \ have revenue bonds canceled as constituting a cloud on the 
company’s easements, titles, and franchise contracts; affirmed. 


Judgment, § 2 — Res judicata — Competing municipal plant. 
1. A judicial decision that a municipality had the right to construct, pur- 
chase, and operate a gas system and issue bonds therefor was a bar to a 
suit by a gas company to have revenue bonds issued by the municipality 
canceled as constituting a cloud on easements, titles, and franchise con- 
tracts to operate a gas system, p. 64. 

Parties, § 7 — Utility as complainant — Bond issue for municipal plant — Non- 

exclusive franchise. 

2. A gas company, having a nonexclusive franchise to operate in a city, 
has no legal right to complain of the action of the city in purchasing, con- 


structing, or maintaining a gas system and issuing revenue bonds in pay- 
ment thereof, p. 64. 


* 
APPEARANCES: R. A. Hightower Before Hutcheson, Waller, and Lee, 
and Rufus G. Ransome, both of Circuit Judges. 
Brownsville, Tex., for appellant ; E. A. 
McDaniel, of McAllen, Tex., for ap- Watter, CJ.: The facts in this 
pellees. case are fully set out in the opinion of 
63 PUR(NS) 62 
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RIO GRANDE VALLEY GAS CO. v. CITY OF McALLEN 


the lower court. Since it is not re- 
ported, we quote it here: 

“Plaintiff, Rio Grande Valley Gas 
Company, instituted this suit against 
the city of McAllen, its mayor, city 
commissioners, and others, alleging 
that plaintiff owns and operates a gas 
system in the city of McAllen, under 
franchise granted by said city, and 
that the defendant, city of McAllen, 
now owns and operates a gas distribu- 
tion system. It is further alleged that 
a bond issue for the purpose of con- 
structing the municipally owned gas 
system has been issued in the sum of 
$125,000, and that such bond issue 
constitutes a cloud on plaintiff’s ease- 
ments, titles, and franchise-contracts 
generally, and should be removed and 
canceled. Plaintiff prays for  dam- 
ages, costs of suit, and relief generally. 
Plaintiff also contends that the pur- 
ported bonds are void and asks that all 
clouds cast on plaintiff’s franchise- 
contracts be removed. 

“Defendants answer and say that 
plaintiff instituted suit in the 93rd 
district court of Hidalgo county, 
Texas, against all of these defendants, 
wherein plaintiff claimed against de- 
fendants all of the matters and things 
set out in the instant case. A general 
demurrer was sustained to plaintiff's 
said petition, and upon plaintiff’s re- 
fusal to amend, said cause was dis- 
missed. That thereafter, plaintiff ap- 
pealed said case to the court of civil 
appeals for the fourth supreme ju- 
dicial district of Texas, at San An- 
tonio, and such court of civil appeals 
affirmed the judgment of said district 
court. (Rio Grande Valley Gas Co. 
v. McAllen [Tex Civ App 1941] 158 
SW2d 122). Writ of error was de- 
nied by the supreme court of Texas. 


Defendants herein plead that all mat- 
ters and things set out in plaintiff’s 
complaint are res adjudicata, and fur- 
ther that the city of McAllen has the 
right, under the Constitution and laws 
of Texas, to construct and/or pur- 
chase and operate a gas system, and 
say that they had the legal right to is- 
sue the $125,000 bond issue, and 
deny that same is a cloud and fictitious 
lien on plaintiff's easements, titles, and 
franchise-contracts. 

“It is admitted that the franchise 
of plaintiff was not an exclusive one. 

“It is perfectly plain that the au- 
thority of the city of McAllen to pur- 
chase or construct and maintain a mu- 
nicipal gas system, and to issue reve- 
nue bonds for such purposes, has been 
specifically and definitely judicially as- 
certained by the appellate courts of 
Texas in the case of Rio Grande Val- 
ley Gas Co. v. McAllen, 158 SW2d at 
p. 123, wherein it is said: ‘Appellant 
first contends that the governing body 
of the city of McAlien is without au- 
thority to purchase or construct and 
maintain a municipal gas system or to 
issue revenue bonds for such purposes. 
We overrule this contention. Such 
authority is given to the governing 
body of the city of McAllen, it being 
a home rule city, by Article 1111, Ver- 
non’s Ann Civ Stats; Dayton v. All- 
red (1934) 123 Tex 60, 68 SW2d 
172.’ 

“Writ of error was denied in this 
case by the supreme court of Texas. 

“The United States circuit court, 
fifth circuit, passed upon a similar 
proposition of law in the case of Ar- 
kansas Louisiana Gas Co. v. Texar- 
kana (1938) 27 PUR(NS) 509, 100 
F2d 652, in an opinion by Circuit 
Judge Hutcheson. In that case it 
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was held that a ga$ company, similarly 
situated to the plaintiff herein, was 
without the legal right or justiciable 
interest to prevent the city of Texar- 
kana from instituting the municipal 
system or issuing revenue bonds to 
pay therefor, even though the city in 
so doing would subject the gas com- 
pany to competition. The defendant 
having a plain legal right to own and 
operate such gas system, plaintiff did 
not have any justiciable interest or 
right to question the means or meth- 
ods employed by the city in acting as 
it did. 

“To the same effects is another 
fifth circuit opinion in the case of 
Southwestern Gas & E. Co. v. Texar- 
kana (1939) 31 PUR(NS) 443, 104 
F2d 847, opinion by Circuit Judge 
Holmes. As authority for this latter 


opinion, the following cases are cited 


with approval: Tennessee Electric 
Power Co. v. Tennessee Valley Au- 
thority (1939) 306 US 118, 83 L ed 
543, 27 PUR(NS) 1, 59 S Ct 366; 
Alabama Power Co. v. Ickes (1938) 
302 US 464, 82 L ed 374, 21 PUR 
(NS) 289, 58 S Ct 300; Arkansas 
Louisiana Gas Co. v. Texarkana 
(1938) 27 PUR(NS) 509, 100 F2d 
652; Carolina Power & Light Co. v. 
South Carolina Pub. Service Author- 
ity (1938) 23 PUR(NS) 56, 94 F2d 
520; Duke Power Co. v. Greenwood 
County (1937) 91 F2d 665; affirmed 
(1938) 302 US 485, 82 L ed 381, 


21 PUR(NS) 298, 58 S Ct 306, 
Such opinion also holds that it is 
legally immaterial that the municipal 
system resulted in impairment of the 
value of plaintiff’s investment. 

[1, 2] “In view of the above clear- 
cut pronouncements on this subject, it 
is my opinion that: 

“(1) That plaintiff, Rio Grande 
Valley Gas Company, has already had 
its alleged right definitely and author- 
itatively determined, and that the de- 
cision by the Texas appellate courts, 
supra, constitute res adjudicata of any 
such rights as plaintiff here asserts. 

“(2) That plaintiff had no legal 
right to complain of the action of the 
city of McAllen, and others joined 
with it in this suit, in the purchase or 
construction or maintenance of a gas 
system in said city, or the issuance of 
revenue bonds in payment therefor, in- 
asmuch as the city of McAllen had not 
given plaintiff an exclusive franchise, 
and was a ‘Home Rule City.’ 

“Tt, therefore, follows that judg- 
ment should be and is hereby granted 
in favor of the defendants, and that 
plaintiff take nothing by this suit. All 
costs herein are adjudged against the 
plaintiff.” 

We approve the findings of fact and 
conclusions of law of the lower court 
and see no occasion for adding any- 
thing further thereto. 

The judgment is affirmed. 
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Industrial Progress 


Selected information about products, supplies, and 

services offered by manufacturers. Also announce- 

ments of new literature, new construction, and changes 
in personnel. 


Fluorescent Fixture Design 
Contest Winners Announced 


T= four top-ranking contestants in the 
second annual Sylvania Electric Products 
Inc., commercial fluorescent fixture design con- 
test were presented recently with cash prizes 
totalling $1,100 by. Robert H. Bishop, director 
of sales for the company. Inscribed plaques 
were also given to them by Stuart Goodwillie, 
manager of central station sales. Eighteen 
others were named as $50 meritorious winners. 

For his design of an unusual fixture employ- 
ing four of the Sylvania Electric fluorescent 
long slim type of lamps, Clarence J. Berry of 
the Consolidated Gas, Electric Light and Power 
Company of Baltimore won the $500 first prize. 
Second. place and $300 was given to E. M. 
Prims of the Public Service Company of 
Northern Illinois, Evanston, Illinois. Carter 
Lewis, of the St. Louis Union Electric Com- 
pany of Missouri, and H. Stuart Thomas of 
the Mississippi Power and Light Company, 
Greenville, Mississippi, won third and fourth 
oa respectively with cash prizes of $200 and 


In citing the prize-winning entrants, Mr. 
Bishop said, “Every new fixture idea and de- 
sign adds impetus to the drive for improving 
lighting conditions in commercial establish- 
ments, and this year’s group of fixtures are of 
such unusually high merit that the fixture 
manufacturer now knows the country’s busi- 
nessmen are becoming lighting conscious.” 


A-C Annual Review 


grt gy aenanion in design details to provide 
for increased reliability and efficiency of 
steam turbines and significant progress toward 
early application of the gas turbine highlighted 
1945 developments of special significance to the 
electrical power generation industry, accord- 
ing to the annual engineering Review of the 
Allis-Chalmers Mfg. Company, Milwaukee, 
Wisconsin, soon to be released. 

Engineering contributions in this field were 
among the most important of those made by 
the company to virtually every phase of Amer- 
ican industry, involving a range of industrial 
products which Allis-Chalmers’ describes as 


“MASTER*LIGHTS" 

© Portable Battery Hand Lights. 
© Repair Car Roof Searchlights. 
© Hospital Emergency Lights. 


J | CARPENTER MFG. CO. 
197 Mester-toght Bidg., Boston 45, 
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the widest in the world. Newest fields of in- 
dustrial activity in which notable progress 
was achieved in 1945 varied from jet pro- 
pulsion and the gas turbine to industrial radiog- 
raphy and dielectric heating. 


New Rockwell-Emco Meter 
Bulletin 


HE recently announced Rockwell-Emco 

No. 0 domestic gas meter is described in 
a new bulletin just issued by the Pittsburgh 
Equitable Meter Division of Rockwell Manu- 
facturing Company. 

The three important advantages of this de- 
sign, improved performance, simplified repair, 
and reduced weight are explained by detailed 
photographs and explanatory text. A feur- 
page section of the bulletin is devoted to a dis- 
cussion of aluminum alloy pressure castings 
for use as meter bodies. Write to Pittsburgh 
Equitable Meter Division, Rockwell Manufac- 
turing Company, 400 N. Lexington avenue, 
Pittsburgh 8, Pennsylvania, and ask for bul- 
letin No. 1100. 


Mitchell Elected President of 
Sylvania Electric Products 


on G. MitcHeELL, former executive vice 

president of Sylvania Electric Products, 
Inc., has been elected president of the company 
by the board of directors. At the same time 
Walter E. Poor, who has been president of 
Sylvania Electric since 1943, was elevated to 
the chairmanship of the board of directors. 


Condenser Tube Inserts 


ONDENSER SERVICE & ENGINEERING CoM- 

pany, INc., Hoboken, New Jersey, has is- 
sued a new bulletin describing Flowrites, metal 
inserts for inlet ends of condenser tubes, which 
prevent tube end erosion. Report of tests con- 
ducted at Massachusetts Institute of Tech- 
nology, with tables, graphs, and data showing 
how condenser operation is improved with 
Flowrites are included. 


Diebold Appointment 


3 pews INCORPORATED announces the ap- 
pointment of L. B. Flaws as sales man- 
ager of its systems products division. A pioneer, 
and for many years a leading manufacturer of 
safes, chests, vault doors, heavy armor plate, 
and bank vault equipment, Diebold’s line has 
been extended by the acquisition of a broad 
line of products in the field of Systems hous- 
ing and recording, including Cardineer, Safe- 


(Continued on page 26) 
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Why dig through a 
PILE 
of Catalogs? 


in the COMPLETE line 


If you have a Penn-Union Catalog, you 
can pg age find practically every good 

of conductor fitting. These tow 
can ps agli. suggest the variety: 


to take a 
large range cf conductor ase; 
3, 4 or more bolts. 


gir rye Se units 
both con- 
factors Also ‘Straight Connectors ‘and 
Tees with same con- 

tact units. 


Jack-Knife connectors for simple 
and easy disconnection of mo- 
tor leads, etc. Spring action— 
self locking. 


Vi-Tite Terminals for quick 
installation and easy taping. 
Also sieeve t terminals, 
ecrew type, shrink fit, etc. etc. 


tmealeo api oye 8 and Orel, seamless tub- 
split Rin > sleeves. High conductivity 
close dimensions. 


cian by the largest utilities and 
electrical manufacturers—because they 
have found that “Penn-Union” on a fit- 
ting is their best guarantee of Dependa- 
bility. Write for Catalog. 


= ELECTRIC CORPORATION 
ERIE, Seld by Leading Jobbers 


PENN-UNION 


COnrnvuwutcrotte ee ee 


(Continued from page 25) 

T-Stak, Flex-Site, Tra-Dex, Flofilm, and other 
modern office devices. 
Mr. Flaws, who will head this division, for- 
merly was assistant to the vice president of © 
International Business Machines, with whom 7 
he was associated in various executive capaci- — 
ties for over twenty-five years. : 


General Detroit Opens 
Cleveland Office 


HE opening of a new Cleveland office of 
The General Detroit Corp. and The Gen- 
eral Pacific Corp., manufacturers of fire ex- 7 
tinguishers, motorized fire apparatus; and al- 
lied equipment, is announced by E. A. Warren, 
vice president in charge of sales. The office, 
located at 912 Park building, will make pos- © 
sible more efficient service to Cuyahoga County. 
Scott E. Collins has been appointed zone ~ 
sales manager in charge of the new office. 


American Optical Offers 
New Safety Equipment 


MERICAN OpticAL COMPANY announces new 

industrial safety equipment which includes ~ 
safety goggles, gloves, mittens, a cover-mitt, © 
hand pads, a sleevelet, finger cots, spats, and 
ladder shoes. Descriptive literature about the 
20 new products can be obtained by writing 
the company direct at Southbridge, Massa- 


chusetts. 
“Vibro-Levelers” 


66 IBRO-LEVELERS” is the title of a new 

eight-page bulletin, No. BU50, issued 
by Bushings, Inc., Coolidge at 14 Mile road, 
Royal Oak, Michigan, which gives information 
on a complete line of machinery mountings 
which are designed to stop transmission of 
vibration as well as provide a means of level- 
ling the machines. 

Also included are illustrated examples of 
how the Vibro-Levelers are employed to stop 
transmission of vibration from not only small 
equipment, such as bench grinders, but also 
from heavy duty equipment, such as punch 
presses and drop hammers. 


Purchasing Agents to Meet 


HAT is Claimed to be the most exhaustive 
clinic ever conducted by a business asso- 
ciation on “shopping problems” will mark the 
thirty-first annual international convention of 
the National Association of Purchasing 
Agents, which will be held at the Stevens Ho- 
tel, Chicago, on May 27th, 28th, and 29th, 
Government officials, nationally known econ- 
omists and business leaders best acquainted 
with the current problems of merchandise 
and raw materials procurement will address 
the convention, as the capacity attendance of 
2,500 visitors "seek the answer to what the 
future holds in regard to the availability of 
supplies and materials, price stability, threat- 
ened inflation, government policies, and other 
questions that harry the purchasing agents in 
this early postwar economy. 
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New Utility Construction 





Columbia Gas & Electric Plans 
$50,000,000 Expansion 


A THREE-YEAR $50,000,000 construction pro- 

gram for gas subsidiaries of the Columbia 
Gas and Electric Corporation was announced 
recently at the annual meeting by Stuart M. 
Crocker, president. 

The program includes the drilling of more 
than 1,000 new wells, laying of 250 miles of 
pipeline, installation of compressor stations, 
development of underground gas storage, and 

; construction of propane-air plants. 


A. T. & T. to Expand 


TS American Telephone and Telegraph 
Company and three of its affiliates recent- 
ly were authorized by the Federal Communi- 
cations Commission to construct more than 
1,000 additional long-distance telephone cir- 
cuits. 

Permission was granted the New York Tele- 
phone Company to construct 479 additional 
telephone channels from Boston and New 
York to Chicago and points in between. Esti- 
mated cost is 

The Illinois Bell Telephone. Company was 


authorized to add 479 telephone channels be- 
tween New York, Chicago and St. Louis. Cost 
was estimated at $2,152,000. 


New Bedford Gas & Edison 
Plans Extensions 


N™ Beprorp Gas AND Eptson Licut Com- 
PANY, a subsidiary of New England Gas 
and Electric Association, has been granted ex- 
emption from the provisions of § 6 of the 
Holding Company Act, the issue and sale of 
its notes payable to The First National Bank 
of Boston in amounts not exceeding in the ag- 
gregate $1,000,000. 

Proceeds from the sale of the notes will be 
used for proposed extensions, additions, and 
betterments to the plant and property of New 
Bedford. 


$12,300,000 Expansion 
Plan Announced 


T HE SOUTHWESTERN BELL TELEPHONE ComM- 
PANY will spend $12,300,000 for expansion 
and improving its service in the Houston, 
Texas, area during 1946 and the following two 
years, J. B. Patterson, division superintendent, 
announced recently. 

Mr. Patterson estimated that $5,023,000 will 
be spent this year ; $4,052,000 during 1947, and 
$3,252,000 in 1948. 
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The conventional, trailer- 
mounted air compressor still 
has its place on construction 
jobs where air is needed in 
one place for a period of 
days or weeks. Here, the 
famous Davey Air Aristocrat 
does a job second to none. 


MOST COMPRESSOR JOBS ARE SMALL 


But most construction compressed air Power for the compressor is taken direct 
jobs are small—and can be done from the truck ange through the Davey 
‘ASTER, MORE ECONOMICALLY, WITH Power-Take-Off. Use of one engine re- 
WER by taking advantage duces “‘first’’ cost, lowers operating and 
of the MOBILITY of the DAVEY AUTO. maintenance costs — provides more air- 
AIR COMPRESOR. pee eee es over <. nae poried 
The Davey AUTO-AIR is mounted on the So," "russor con be mounted on’ most 
truck, and will go anywhere as fast as = trucks — whether new or already in use 
the truck can tr At_ the same time. and can be readily changed from one 
because the AUTO-AIR occupies less truck to another. 
than one-third of the body space. the 
same truck can c the men, tools Available in 60, 105, 160, 210 and 315 


and materials to do the job. im capacities. 


cf 
PUBLIC UTILITY COMPANIES ARE 
THE BIGGEST USERS OF DAVEY AUTO-AIR 


DAVEY 0" < 





'S:- IN: PRINCIPAL CITVEee 


——— 
a. 
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Available Immediately! 
Limited Edition 


REGULATION OF 
RATES AND SERVICE 
OF, PUBLIC UTILITIES | 


A Volume Containing All Committee Reports and Papers 
Submitted at the 1945 Convention of the 


NATIONAL ASSOCIATION OF 
RAILROAD AND UTILITIES COMMISSIONERS | 


Including round-table discussions and reports on the following timely | 
and important subjects: 








Gas Investigation—Aviation—License Contract (Telephone Com- 

panies )—Jurisdiction of Federal Power Commission and State 
Commissions Over Electric and Gas Companies—Legislation 
—Cooperation Between State and Federal Commissions 
—Accounting and Valuation 


$3.00 


COMMITTEE REPORTS SEPARATELY PRINTED AND OTHER 1945 PUBLICATIONS 
OF THE NATIONAL ASSOCIATION OF RAILROAD AND UTILITIES COMMISSIONERS 


What is the Measure of the Rate Base? What is the Measure of a Fair Return Thereon? 


The Rate Base—Rate of Return—Future of Telecommunications—Natural : 


Address of John E. Benton, Advisory Counsel of the Association ..........++++ssee00: $1.00 | 
Some Aspects of the Rate Base, with Incidental Reference to the Rate of Return. Address of 

Se aren GA Peemee Oe COMO 5 5i8 555 6 os BS ah bebe ectccccsvigttabenstbecks 1.00 | 
Future of Telecommunications as a Result of Improvements Made During the War. Ad- 

dress of Federal Communications Commissioner Paul A. Walker ...............-0005 .50 
Interpretations of Uniform System of Accounts for Electric Utilities .................ee0+: 1.50 
Interpretations of Uniform System of Accounts for Gas Utilities .............2eseeeeeeees 1.50 | 
Interpretations of Uniform System of Accounts for Water Utilities ..............0seeeeees 1.50 
CEy PORUNOR CINE DEMONS GB, a viscoredccecnvcccstcvccccéetocaticevens db% 1.00 
Progress in Regulation of Public Utilities, Committee Report on ............++seeeeeeees 1.00 
Natural Gas Investigation 

Address of Chairman Richard B. McEntire of Kansas ............0.sceeeeeeeeeceeees ws | 

Address of Mr. Warren Henry of Illinois (with illustrated charts) .............++2+0: 1.00 
1944 Depreciation Report (Supplement to 1943 Report) ..........ccceeeeeeeeceeeeeeees 1.25 
SQGS PMRNE TRGORE CATT HORNS) bn i565 ke 0 0 06.0 cbc 0 0d sess ceed dlncec cdbdccgpecde 3.50 


(Where remittance accompanies order we pay forwarding charges.) 


NATIONAL ASSOCIATION OF RAILROAD 


AND UTILITIES COMMISSIONERS 
7413 NEW POST OFFICE BUILDING WASHINGTON, D. C. 
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o help increase 
“Take-Home Savings” 


The Treasury Department has published two new 
booklets to help you and your employees realize 
the utmost benefit from your Payroll Savings Plan. 

“Peacetime Payroll Savings Plan” for key execu- 
tives offers helpful suggestions on the conduct 
of the Payroll Savings Plan. 

“This Time It’s For You” is for distribution to em- 
ployees. It explains graphically how this conven- 
ient, easy thrift habit works. It suggests goals 
to save for and how much to set aside regularly 
in order to attain their objectives. 

If you have not received these two booklets, or 
desire additional quantities, communicate with 
your State Director of the Treasury Department's 
Savings Bond Division. 





The Treasury Department acknowledges with appreciation the publication of this message by- 


PUBLIC UTILITIES FORTNIGHTLY 


This is an official U. S. Treasury advertisement prepared under the auspices 
of the Treasury Department and Advertising Council 
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PROFESSIONAL DIRECTORY 


@ This Directory is reserved for engineers, account- 
ants, rate experts, consultants, and others equipped to 
serve utilities in all matters relating to rate questions, 
appraisals, valuations, special reports, investigations, 
financing, design, and construction. 

















Tae American Aprpraisat Company — 
ORIGINAL COST STUDIES « VALUATIONS «¢ REPORTS 


for 
ACCOUNTING AND REGULATORY REQUIREMENTS 
NEW YORK WASHINGTON CHICAGO MILWAUKEE SAN FRANCISCO 
and other principal cities 








DAY & ZIMMERMANN, INC. 


ENGINEERS 
PHILADELPHIA 


PACKARD BUILDING 








ELECTRICAL TESTING LABORATORIES, INC. 


Electrical and General Testing—Inspections—Research—Certification 


2 EAST END AVENUE AT 79th STREET, NEW YORK 21, N. Y 
BUtterfield 8-2600 B 


£2 for, Bacon & Davis 


AED VALUATIONS EF ; CONSTRUCTION 
REPORTS Ngineers RATE CASES 
NEW YORK @ PHILADELPHIA @ CHICAGO e@ LOS ANGELES 


GILBERT ASSOCIATES, Inc. 


ENGINEERS SPECIALISTS 

Steam, Elscwic, Gen, Hydro, POWER ENGINEERING SINCE 1906) p.ouscing and Expediting, 

Designs and Construction, Serving Utilities and Industrials Rates, Research, Reports, 
Personnel Relations, 


Oo i B 5 
perating Betterments Reading 6 Philadelphia etches Gund tidieneiee. 


Inspections and Surveys, : 
Feed Water Treatment. Washington * New York Accident Preveatioa. 
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PROFESSIONAL DIRECTORY (continued) 





FREDERIC R. HARRIS, INC. 
Engineers Constructors Management 
Reports Appraisals Valuations 

NEW YORK 


Knoxville San Francisco Houston 








consraction He As KULJIAN & COMPANY reiuaion 


Engineers 
Public Utilities and Industrials. 


Los Angeles 13 PHILADELPHIA 2 New York 5 








Engineers WILLIAM 8S. LEFFLER Economists 
SPECIALIZING IN 
COST ANALYSIS—Unit Cost Determinations 
RATE RESEARCH — OPERATING REPORTS 


on 
ELECTRIC — WATER — GAS Utility Operations 
Noroton, Connecticut 








LOEB AND EAMES 


Publie Utility Engineers and Operators 
Ice and Refrigeration 
Valuations, investigation reports, design and supervision of construction 


57 WILLIAM STREET NEW YORK 











CHAS. T. MAIN, INC. 
ARCHITECTS — ENGINEERS 
Power Surveys—Investigations-—V aluations—Reports 
Steam, Hydro Electric and Diesel Plants 
Boston, Mass. “<= Washington, D. C. 








J. H. MANNING & COMPANY 


120 Broadway, New York 
ENGINEERS 


Business Studies Purchase—Sales Valuations 

New Projects Management Reorgan 

Consulting Engineering Mergers 
Public Utility Affairs including Integration 














‘PUBLIC UTILITY ENGINEERING & SERVICE 
CORPORATION 
CONSULTING ENGINEERS 


DESIGN OPERATIONS 
STEAM — HYDRAULIC — GAS 


231 S. LA SALLE ST., CHICAGO (4), ILL. 





(Professional Directory Continued on Next Page) 
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PROFESSIONAL DIRECTORY (continued) 
SANDERSON & PORTER 


ENGINEERS AND CONSTRUCTORS 
Design and Construction of Industrials 
and Public Utilities. 

Reports and Appraisals in Connection 


With Management Problems, Financing, Reorganizaton. 
New York 





Chicago San Francisco 








Sargent & Lundy 


ENGINEERS 
Steam and Electric Plants 
UVtilities—Industrials 
Studies—R eports—Design—Supervision 
Chicago 3, Ill. 








The J.G. WHITE ENGINEERING CORPORATION 


Design—Construction—Reports—Appraisals 
Consulting Engineering 


80 BROAD STREET 


NEW YORK 4, N. Y. 








ALBRIGHT & FRIEL, INC. 
FRANCIS S. FRIEL 
Consulting Engineers 


Water, Sewage and industrial Waste Problems 
Airfields, Refuse Incinerators, Industrial Buildings 
City Planning, Reports, Valuations, Laboratory 


1520 LOCUST STREET PHILADELPHIA 2 





W. C. GILMAN & COMPANY 


ENGINEERS 
and 
FINANCIAL CONSULTANTS 


55 Liberty Street New York 











BARKER & WHEELER, ENGINEERS 


DESIGNS AND CONSTRUCTION — OPERATING 
BSETTERMENTS — COMPLETE OFFICE SYSTEMS — 
MANAGEMENT — APPRAISALS — RATES 


1) PARK PLACE, NEW YORK CITY 
36 STATE STREET, ALBANY, N. Y. 





JacKSON & MORELAND 
ENGINEERS 


PUBLIC UTILITIES—INDUSTRIALS 
RAILROAD ELECTRIFICATION 
OESIGN AND SUPERVISION VALUATIONS 
ECONOMIC AND OPERATING REPORTS 


BOSTON NEW YORK 














BLACK & VEATCH 
CONSULTING ENGINEERS 


Appraisals, investigations and _ re- 
ports, design and supervision of con- 
struction of Public Utility Properties 


4706 BROADWAY KANSAS CITY, MO. 


JENSEN, BOWEN & FARRELL 


Engineers 
Ann Arbor, Michigan 


Appraisals - Investigations - Reports 
in connection with 
rate inquiries, depreciation, fixed capital 
reclassification, original cost, security issues. 

















EARL L. CARTER 


Consulting Engineer 


REGISTERED IN INDIANA, NEW YORK, OHIO 
PENNSYLVANIA, WEST VIRGINIA, KENTUCKY 


Public o—~ Valuations, Reports and 
Original Cost Studies. 


910 Electric Building Indianapolis, Ind. 








LUCAS & LUICK 


ENGINEERS 
DESIGN, CONSTRUCTION SUPERVISION, 
OPERATION, MANAGEMENT, APPRAISALS, 
INVESTIGATIONS, REPORTS, RATES 


231 S. LaSaie St., Cxicaco 
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PROFESSIONAL DIRECTORY (concluded) 





ROBERT T. REGESTER SLOAN, COOK & LOWE 


Consulting Engineer CONSULTING ENGINEERS 
120 SOUTH LA SALLE STREET 


Hyprautic Strucrures — UTImities CHICAGO 
Appraisals — Reports 
Baltimore Life Bldg. Baltimore 1, Md. Operating — Financial — Plant 


FLoop Contro: — Water Worxs 








A. S. SCHULMAN ELEctTRric Co. MANFRED K. TOEPPEN 
C ontractors ENGINEER 
CoNSULTATION — INVESTIGATION — REPORTS 
TRANSMISSION LingES—UNDERGROUND Distri- MARKET AND MANAGEMENT SURVEYS 
BUTION — POWER STATION — INDUSTRIAL — VALUATION, DEPRECIATION AND RATE 
CoMMERCIAL INSTALLATIONS MATTERS 


537 SourH Degarsorn St. CHicaco 261 Broadway New York 7, N. Y. 














Representation in this Professional Directory may be obtained at very reason- 
able rates. Kindly address inquiries to: 


ADVERTISING DEPARTMENT 
Public Utilities Fortnightly 
1038 Munsey Building 
Washington 4, D. C. 


P. U. R. DIGEST 


CUMULATIVE 
A Digest That Is Serviced 


The Only Complete Digest of Public Service Law and Regulation 














A WORK OF PRIMARY AUTHORITY CONTAINING THE 
DECISIONS AND RULINGS OF THE 


United States Supreme Court 
United States Circuit Courts SIMPLE 
J of Appeals ALPHABETICAL 
yIPTY YEARS United States District Courts CLASSIFICATION 
State Courts OF SUBJECTS 
Federal Regulatory 
AN EXHAUSTIVE Commissions A GREAT REVIEW 
SURVEY OF State Regulatory Commissions 
ate tne Insular and Territorial Regu- A CRRAT sunvice 
latory Commissions 


A SHORT CUT 
COVERING 











WRITE FOR PRICE AND PAYMENT PLANS 


PUBLIC UTILITIES REPORTS, INC. 


Tenth Floor, Munsey Building, Washington 4, D. C. 
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INDEX TO ADVERTISERS 


The Fortnightly lists below the advertisers in this issue for ready refer- 
ence. Their products and services cover a wide range of utility needs. 
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RING YOUR BILL ANALYSES 
UP TO DATE 


ou can save 50% in time and money with 


THE ONE-STEP METHOD 


EST \ >. | 
oe ¥ o * e E 





OF BILL ANALYSIS 











K LL but current bill frequency data has been rendered obsolete by the 
marked increase in kilowatt-hour sales. How much of this load will 
ou retain? 


ow is the time to bring your bill analyses up to date. In addition to a 
nowledge of the existing situation, certain trends may be disclosed which 
ill be of considerable value to you in planning your rate and promotional 
programs. 


The One-Step Method of Bill Analysis is ideally suited to meet the needs 
of this problem. It does away with the necessity for temporarily acquiring, 
taining and supervising a large clerical force. Our experienced staff plus our 
pecially designed Bill Frequency Analyzer machines can turn out the job in 
p few days and at the cost of only a small fraction of a cent per item. 

e will be glad to tell you more in detail about this accurate, rapid and 
conomical method for obtaining a picture of your customer usage situation. 
Write for a copy of the booklet “The One-Step Method of Bill Analysis.” 


Recording & Statistical Corporation 
Utilities Division 
102 Maiden Lane, New York 5, N. Y. 
Chicago Detrolt Montreal 
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“FORD TRUCKS ARE WELL-SUITED 
TO UTILITY MAINTENANCE WORK” 


, ord) “In our business of furnishing grades, make Ford power, reliable ta 
gas, water and electric service and well-known endurance very imp 

in the city of Superior, Wisconsin, we are now assets in any utilities fleet. 4 
operating eight Ford units in our fleet,” wrote New Ford Trucks—from light duty pic 
Mr. C. A. Corine, general superintendent of 4, the big units of two-ton rating 
Superior Water, Light and Power Company. you more than thirty Seasseent a 

“Over a period of years, we have found these ing advancements. These are desi ned 
Ford units well-suited to the specialized serv- make your Ford Trucks still more eal 
ice required in utility maintenance and in- cal, more reliable and longer-liveh | 
stallation work.” your Ford Dealer for full details. 


Winter road and weather conditions in 7. 
northern Wiscofisin are fairly rigorous. IG, 14 {1 TR, Hf } 
Lots of sriow, low temperatures, téugh 


MORE FORD TRUCKS IN USE TODAY THAN ANY OTHER MA 





